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PROPOSED GENERAL REVENUE SHARING
EXTENSION

THURSDAY, MARCH 6, 1980

U.S. SENATE, SUBCOMMITTEE ON REVENUE SHARING, IN-
TERGOVERNMENTAL REVENUE IMpacT, AND EcoNoMmic
ProBLEMS, COMMITTEE ON FINANCE, ]

Washington, D.C.

The subcommittee met, pursuant to notice, at 9 a.m., in room
2221, Dirksen Senate Office Building, Hon. Bill Bradley (chairman
of the subcommittee) presiding.

Present: Senators Bradley, Durenberger, and Wallop.

(The press releases announcing ihese hearings follow:}

{Press Release—No H-0, Feb 14, 1~

Finance SupcoMMITTEE ON REVENUE SHARING, ScHEDULES HEARING ON PROPOSED
GENERAL REVENUE SHARING EXTENSION

The Honorable Bill Bradley (D., N.J.), Chairman of the Subcommittee on Revenue
Sharing, announced today that the Subcommittee will hold a hearing on the Presi-
dent’s proposal to extend the State and Local Fiscal Assistance Act of 1972 (general
revenue sharing). The hearing will be held on Friday, February 29, beginning at
8:30 a.m., in room 1114, Dirksen Senate Office Building.
This hearing has been scheduled, according to Senator Bradley, for the purpose of
examining the details of the President's proposed five-year extension of the general
revenue sharing program. The Subcommittee will attempt tc review in detail the
modifications pro by the President with witnesses both on behalf of the Ad-
ministration and State and local governments, Bradley added. In addition to review-
ing the details of this proposed legislation, the Subcommittee is also concerned
about the economic condition of State and local governments throughout the coun-
try and is attempting to obtain testimony from a number of econromists and experts
on the subject of State and local government finance. It is anricipated that these
witnesses will be able to advise the Subcommittee on the continued relevance and
importance of the general revenue sharing program in the overall scheme of Feder-
al and State and local finance, according to Bradley.
Requests to testifv.—The Chairman advised tf‘\at witnesses desiring to testif?
during this hearing must submit their requests in writing to Michael Stern, Sta
Director, Committee on Finance, 2227 Dirksen Senate Office Building, Washington,
D.C. 20510, not later than Friday, February 22, 1980. Witnesses will be notified as
soon as possible after this cutoff date as to when they are scheduled to appear. If for
some reason the witness is unable to appear, he may file a written statement for the
record of the hearing in lieu of a personal appearance.
Consolidated testimony.—Senator Bradley also stated that the Committee urges
all witnesses who have a common position or with the same general interest to
consolidate their testimony and designate a single spokesman to present their
common viewpoint orally to the Committee. This procedure will enable the Commit-
tee to receive a wider expression of views than it might otherwise obtain. The
Chairman urged very strongly that all witnesses exert a maximum effort, taking
into account the limited advance notice, to consolidate and coordinate their state-
ments.
Legislative Reorganization Act.—Senator Bradley stated that the Legislative Reor-
anization Act of 1946, as amended, requires all witnesses appearing before the

mmittees of Congress “to file in advance written statements of their proposed
testimony, and to limit their oral presentations to brief summaries of their argu-
ment.”

M
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Witnesses scheduled to testify must comply with the following rules:

{1) A copy of the statement must be filed by the close of business the day before
the day the witness is scheduled to testify. -

{2) All witnesses must include with their written statement a summary of the
principal points included in the statement.

(3) The written statement must be typed on letter-size paper (not legal size) and at
least 100 copies must be submitted by the close of business the day before the
witness is scheduled to testify.

(4) Witnesses are not to read their written statements to the Committee, but are
to confine their ten-minute oral presentations to a summary of the points included
in the statement.

(5) Not more than ten minutes will be allowed for oral presentation.

Written testimony.—The Chairman stated that the Committee would be pleased to
receive written testimony from those persens or organizations who wish to submit
statements for the record. Statements submitted for irclusion in the record should
be typewritten, not more than 25 double-spaced pages in length, and mailed with
five {5) copies by Friday, March 21, 1980, to Michael Stern, Staff Director, Commit-
tee on Finance, Room 2227, Dirksen Senate Office Building, Washington, D.C. 20510.

{Press Relcase—No H-11. Feb 26, 190}

FINANCE SUBCOMMITTEE ON REVENUE SHARING, PostronNes HEARING ON PROPOSED
GENERAL REVENUE SHARING EXTENSION

The Honorable Bill Bradley (D., N.J.), Chairman of the Subcommittee on Revenue
Sharing, today announced that the hearing set for February 29, 1980, on the
President’s proposal to extend the State and Local Fiscal Assistance Act of 1972
{general revenue sharing) has been postponed due to scheduling difficulties. (See
Press Release No. H-5 for the earlier hearing announcement.}

The hearing will now be held on Thursday, March 6, 1980, in Room 2221, Dirksen
Senate Office Building, beginning at 9 a.m. (See Press Release No. H-5 for details
concerning requests to testify and submission of written comments.)

Senator BRADLEY. The subcommittee will come to order.

Today, we begin consideration of the reauthorization of general
revenue sharing. We have quite a lengthy list of individuals who
will testify. I will spare those who have come and who are waiting
to testify the privilege of listening to my opening statement and
submit it for the record as if it were read.

[The opening statement of Senator Bradley follows:]

OPENING STATEMENT OF SENATOR BiLL BRADLEY

We are meeting today to begin Senate consideration of the reauthorization of the
general revenue sharing program.

General revenue sharing was first enacted as part of the State and Local Fiscal
Assistance Act of 1972. In 1976 the program was extended with some minor
changes. Today, we begin the process of reauthorizing this valuable program of
assistance to State and local governments for another 5 years.

The fundamentals of the GRS program have remained unchanged since its cre- ~
ation:

General revenue sharing provides for the distribution of $6.9 billion annually to
approximately 39,000 State and local governments.

These funds may be used for any legal purpose, thereby allowing great flexibility
to recipient governments.

Funds are distributed among the States usini the GRS interstate allocation
formulas established in 1972 legistation, which take account of population, urban-
ized podpulation, relative income, tax effort and State income tax collections.

Funds are divided between the State and local governments with one-third of the
State allocation going to the State government and twothirds shared by the local
governments.

Funds are distributed among the local governments on the basis of population,
tax effort and relative income. i

As the Senate begins its consideration of general revenue sharing's reauthoriza-
tion, it is instructive to look at the conditions which gave rise to the original GRS
program and to review the program in light of present needs.
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The central philosophical argument offered on behalf of general revenue sharing
in 1972 was that decisionmaking should be decentralized. The growth in Federal aid
in the two decades following World War Il came mainly in the form of categorical
grants directed at specific kinds of problems, which gave the Federal Government
the preeminent role in deciding how grant funds would be spent. The new federal-
ism of the early 1970's sought to reduce the Federal decicionmaking role by placing
greater reliance on broader and less conditional Federal grants. The interest in
decentralization resulted in both the development of general revenue sharing and
the consolidation of a number of narrow purpose programs into block grants, such
as those in law enforcement, community development and social services.

In 1980 decentralized decisionmaking continues to be regarded by many as a
legitimate and desirable objective to be incorporated as far as possible into Federal
programs. At the same time, critics of the GRS progrzin have argued that decentral-
ized decisionmaking hinders fiscal accountability. They argue that Congress must
authorize funds without any knowledge as to whether they will be used to provide
necessary public services. The very flexibility of GRS funds makes the program
suspect to many. To the degree that other uses for Federal moneys are proposed—
such as cutting the budget, reducing taxes or increased spending for defense,
energy, or national health insurance—the general revenue sharing program can
become particularly vulnerable to budget raids.

I continue to believe that as large a role as possible should be preserved for State
and local governments in making funding decisions and setting program priorities.
Moreover, I believe that the evidence on how general revenue sharing moneys have
been spent by the recipient governments supports the GRS premise that decentral-
ized decisionmaking is a worthy objective. A recent survey of State governments
using sometimes imprecise estimates, presents the following picture of how States
have allocated their revenue sharing funds: 32 percent went to education; 26 per-
cent went to social services, such as care for the aged and mentally ill, emergency
medical services, and to environmental services; 15 percent to capital improvements,
such as libraries, hospitals, vocational-technical schools, and corrections facilities; 15
percent went to cover the cost of retirement benefits for State and local government
employees; and 3 percent went for tax rebates and reductions.

At the local level, this spending profile would be even more heavily weighted
toward human services and capital improvements. It is evident from this accounting
that the spending decisions made by State and local officials are focused on the
basic services the American people expect of State and local governments: Schools,
hlc:ispiltals, day care for the very young. and hot meals, and senior centers for the
elderly.

Another use to which many State and local governments put their GRS moneys is
to meet matching requirements for Federal categorical grants-in-aid. Matching
funds are required to secure community health and mental health center grants,
Federal highway moneys, title XX social services funds and a variety of other
Federal programs. Although State and local governments may want to participate
in these programs, they may lack the local revenues needed to take advantage of
Federal funds. Multipurpose revenue sharing moneys allow many local governments
to qualify for Federal matching grants.

State and local governments also make significant expenditures to comply with
federally mandated programs and reporting requirements. In the process of imple-
menting certain Federal programs, they frequently incur costs not anticipated and
not reimbursed by Federal sources. Legal fees and court costs have accompanied the
implementation of Federal programs for bilingual education, handicapped education
and environmental legislation such as the Clean Air Act. Auditing requirements
attached to a number of programs, including general revenue sharing, have also
resulted in payments for these professional services by smaller governments without
internal auditing capabilities. Federally mandated reports cover a wide range of
programs, requiring the compilation of complex data, in differing formats and on
differing timetables. Hours of personnel time must be devoted to fulfilling these
:ingndatw, although virtually no Federal funds are allocated to offset the costs of

oing so.

Beyond the question of how GRS moneys are spent by State and local govern-
ments, critics have focused their skepticism on the question of whether recipient
governments, primarily State governments, “need’”’ revenue sharing funds. Propo-
nents of this argument cite two separate indications of State well-ﬁeing: The fact
that some States have budget surpluses while other States have used their GRS
payments to fund State tax reductions.

As the Adviso;y Council on Intergovernmental Relations has pointed out, howev-
er, many States do not have budget deficits because their State constitutions prohib-
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it such financing. Due to these restrictions, States are rauired to keep some
cushion against cyclically declining revenues, so that mandated expenditures do not
force their treasuries into illegal deficit spending. Financial analysts, such as bond
rating services, judge a State's “soundness’’ at least in part by the size of its surplus.
For a State to have a solid surplus, according to Standard and Poor, the surplus
should be better than 5 percent of State expenditures; only 30 percent of the States
can currently claim such a surplus. In other words, the aggregate State surplus is
not evenly distributed among States. While the loss of GRS funds could be tolerated
by a few surplus States, such as Texas or California, the loss would strain some
State budgets beyond their constitutional limits. New Jersey, my State, is only one
such State in jeopardy.

Morever, State governments are estimated to pass from 15 percent to 27 percent
of State GRS funds to local governments. Some States, such as Michigan, are
constitutionally unable to reduce local support. In others, a loss of GRS funding
could reduce State aid to local governments significantly—not only those GRS funds
now being passed through but also other State moneys now devoted to local pur-
poses if funds are necessary to pay for State operations.

Another criticism, which also finds the State share of general revenue sharing as
its target, is that the 1980’s demand greater fiscal responsibility to fight inflation.
While 1 agree with that concern, I believe that the critics of revenue sharing are
going after the v rong budget target. General revenue sharing is one of very few
Federal programs that has not created a massive Washington bureaucracy. It is an
efficient intergovernmental program which helps communities provide escential
services as they see fit. Indeed, if there are significant reductions in Federal categor-
ical Eram programs, as currently appears likely, retaining the flexibility inherent in
the GRS program is more important to State and local governments as they adjust
their budget plans to the new realities of Federal funding. )

We all recognize the need to hold down the budget deficit. and for that reason we
are considering the extension of general revenue sharing at the same funding level
it has enjoyed since 1976. These dollars are unadjusted for inflation, have not been
since 1976, nor will they be through 1985. In real terms, today's $6.9 billion repre-
sents a decline in buying power for recipient governments. If the inflation rate of
the last 5 years continues for the next 5 years, the value of these moneys will be
halved. Seen in this light, the reauthorization of general revenue sharing at its
current funding level is fiscally responsible.

Nevertheless, given inflationary pressures and the projected fiscal 1981 budget
deficit, there is discussion of possible reductions in the funding level for general
revenue sharing. specifically by reducing or eliminating the State governments’
participation in the program. In these hearings we hope to explore the effect such a
reduction could be expected to have. Some of suspect that the exclusion of the
States from general revenue sharing would undermine the important role the States
play in our America Federal system.

At the time of the adoption of the Constitution in 1789, the proponents of the new
Federal Government were ardent in their arguments that this layer of government
would always remain less important in the minds of the people than would State
governments. As Alexander Hamilton wrote in one of the Federalist Papers:

“It is a known fact in human nature that its affections are commonly weak in
proportion to the distance or diffusiveness of the object. Upon the same principle
that a man is more attached to his family than to his neighborhood, to his neighbor-
hood than to the community at large, the people of each state would be apt to feel a
sdrqnger bias towards their local governments than towards the government of the

nion . . .

Hamilton went on to cite: -

“The variety of more minute interests, which will necessarily fall under the
superintendence of the local administration, and which will form so many rivulets
of influence running through every part of society . .

Hamilton would no doubt be amazed today at how the relative role of the State
and Federal governments have reversed in a number of important areas of national
and even local affairs. .

Local governments still loom large in the everyday lives of the citizeqry providing
such visible services as fire and police protection, day care centers, garbage collec-
tion and street repair. The role of State governments is less often obvious to rpeopl'e.
Programs for which States have a major responsibility are fre;guemly identified not
as State programs, but as Federal programs, among them medicaid, aid to families
with dependent children, the unemployment insurance system, title XX social serv-
ices, maintenance of the interstate highway system, foster care and so on. Educa-
tion, a major State responsibility, is usually associated with the local property tax,
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not with general State revenues. The prison system is largely unseen. It is hard to
measure 51(3 benefits or even the presence of State environmental services. Added to
this natural “low profile”’ of the States is the trend in Federal grant-giving toward
bypassing the States and providing moneys directly to local governments.'More than
one observer of the American scene has commented on the implications for three-
tier American federalism in this relative neglect of the State component.

The States’ inclusion in the general revenue sharing program recognized the
significance of this level of government in shaping the character of local govern-
ment. State constitutions and statutes allocate taxing powers and spending responsi-
bilities between State and local governments. Technically, local governments are
creations of the States.

The State role is pivotal in that State tax revenues are now greater than local tax
revenuz. This is a reversal of two decades ago when slightly over half of State and
local tax revenues were raised by loczl governments, principally through the proper-
ty tax. State level taxation has also become more progressive, with the much wider
use of State income taxes. This shift to more equitable sources of tax moneys within
States has been matched by increasing State responsibility for funding and adminis-
tering part or all of such Government functions as education, public health and
welfare, programs which were previously left to local governments.

Finally, the States' role in the overall provision and funding of services is reflect-
ed in the fact that in times of economic downturn, State governments tend to
experience greater revenue loss and greater increases in expenditures than do local

overnments. For as economic conditions worsen, workers are laid off and the States
ose revenues from the decline in income taxes and sales taxes paid. State expendi-
tures for unemployment compensation, welfare and medicaid also increase. Local
%overnments. more dependent on property taxes and having fewer responsibilities
or providing services to the unemployed and their families tend to be less vulner-
able to recession than are the States. General Revenue Sharing can help State
governments meet these increased demands for services at times of decreased rev-
enues.

The partnership of the Federal, State, and local goverrnments in our federal
system is vital. The general revenue sharing program enhances American federal-
ism by recognizing the service responsibilities of both State and local governments
and providing them with additional resources in reasonable proportion to their
responsibilities. In extending general revenue sharing, we will continue a program
of very direct benefit to all Americans.

Senator BraprEy. I think we have quite a few people who are
scheduled to testify, so what we are going to try to do is limit each
speaker’s presentation to 10 to 12 minutes and then questions to
follow that presentation. I would hope that each person would -
address himself to the general proposition of general revenue shar-
ing as well as to the variations that might at this moment be in
the air. I hope that in the course of our hearing we will have an
opportunity to look at general revenue sharing from every perspec-
tive, from the proponents’ as well as opponents’ standpoint, that we
will be able to scrutinize some of the critics’ most severe charges,
“and that we will be able to analyze those supporters’ most fervent
advocacies.

Now, I would like to begin the hearing by calling Ray Denison,
who is the director of legislation for the AFL-CIO. I welcome you
to the hearing, Mr. Denison, and look forward to your testimony.

Please begin.

Mr. DenisoN. Thank you, Mr. Chairman.

I am accompanied this morning by Dr. Rudolf Oswald, director of
research for the AFL-CIO.

STATEMENT OF RAY DENISON, DIRECTOR OF LEGISLATION,
AMERICAN FEDERATION OF LABOR AND CONGRESS OF IN-
DUSTRIAL. ORGANIZATIONS, ACCOMPANIED BY RUDOLF
OSWALD, DIRECTOR OF RESEARCH

Mr. DenisoN. Thank you, Mr. Chairman.
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The AFL-CIO is pleased to appear in support of a reauthoriza-
tion of the general revenue sharing program for 5 more years at
the present $6.85 billion annual level.

As the chairman and members of this committee may recall, in
the past the AFL-CIO has been highly critical of the “no-strings”
concept of aiding State and local government. We have long sup-
ported measures to strengthen the Federal Government's role in
helping the State and localities meet public investment needs.

But at the same tjime, we have always felt that funds collected
from all the Nation’s taxpayers should be spent in accordance with
nationally determined priorities and the recipients of such aid
should be required to live up to Federal standards, protections, and
safeguards.

It was in that spirit that we opposed the original 1972 legislation
and instead urged measures such as Federal takeover of welfare,
Federal financing of a larger share of the cost of education, and
establishment of a national health insurance program as better
ways to meet national problems as well as relieve some of the fiscal
pressure on the States and localities. :

These measures are still uppermost on our agenda and would, if
enacted, provide a substantial amount of fiscal relief to the State
and localities and at the same time appropriately place the respen-
sibility for nationwide problems with the level of government best
equipped to deal with issues that affect all Americans.

But the situation now is quite different. The GRS program has
been in existence for over 8 years. Recession, unemployment, ram-
pant inflation, and taxpayer resistance at all levels of government
have resulted in an enlarging of the Nation’s public investment
gaps and there is a clear need to at least maintain if not expand
those programs that are preventing a worsening of the situation.

As an example of this need, we should like to call attention to
the attached data from the U.S. Department of Commerce showing
the dismal record of State and local public construction over the
past decade.

According to the Commerce Department, in 9 out of the past 11
‘ears, the real volume of outlays for State and local public con-_
struction declined. In 1979, State and local governments spent 340
billion on public construction including Federal aid.

After adjusting for inflation, this represents a rate of 32 percent
below 1969 levels. In real terms, on a per person basis these figures
show that public construction represented $151 per capita in 1969,
compared with only 395 last year. And these figures do not reflect
the recent huge increases in interest rates and their impact on
current State and local construction activity and the likely further
depressing effects due to the inability of State and municipalities to
borrow to finance needed public facilities.

Many communities that were particularly hard hit by the 1974-
75 recession continue to experience stagnation and decline. They
have still not recovered and remain extraordinarily vulnerable and
ill-equipped to deal with another economic downturn.

An examination of unemployment data for the Nation’s metro-
politan areas highlights the continuing economic problems. The
most recent figures—December 1979—show that there still is a
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large number of areas with extraordinarily high rates of unemploy-
ment. :

In December 1979, when the national average rate of unemploy-
ment was 5.9 percent—it is now 6.2 percent-—62 metropolitan areas
recorded unemployment rates of 6.5 percent or more and 18 of
these metropolitan areas had unemployment rates of 8.5 percent or
nmore.

In recent years, grants-in-aid to the States and localities, includ-
ing revenue sharing, have grown substantially. from $49.8 billion
in 1975 to an estimated 388.9 billion in 1980 {see table 3}. But both
in relative and real terms the increases have been slight. The share
of the Federal budget devoted to State and local aid has declined
slightly and the modest recent growth in the portion of State and
local outlays supported by the Federal Government is primarily
the result of the temporary economic stimulus measures enacted in
1976 and 1977.

These programs. local public works, temporary employment as-
sistance and antirecession fiscal assistance, provided $9.2 billion in
State and local government aid in 1978. In 1979, the total dropped
to 35 billion. This year, as the phaseout of these programs proceeds,

_these stimulus grants will provide only $2.5 billion in aid, a 2-year
drop of $6.7 billion in annual aid, roughly equivalent to the loss
that would occur if revenue sharing were eliminated.

Moreover, since the 1976 legislation capped revenue sharing pay-
ments at $6.8 billion per year, the general revenue sharing compo-
nent of the total grants has shrunk substantially, from approxi-
mately 13 percent of the total in 1975 to less than 8 percent in
1980.

By 1983 according to the administration’s budget projections,
assuming renewal at current levels, the GRS proportion will fall to
6 percent of total grants.

Another factor which must be noted in considering the nature
and amount of the Federal Government’s aid to the States and
localities is the fact that much of the increase in recent years has
been for grants to States for payments to individuals.

Most such grants require State or local matching payments, and
the largest and fastest growing programs in this area, medicaid
and public assistance, are programs which are addressed to nation-
al issues and problems. In our view, they should be paid for by the
Federal Government directly and not be considered as programs
geared to aiding States and localities in performing their own
functions and responsibilities.

Grants for payments to individuals increased from 3$17.7 billion
in 1975 to an estimated $34.2 billion in 1980, or by 97 percent, and
these grants now account for 38.5 percent of the total aid. The
balance, an estimated $57.7 billion for 1980, is available to under-
pin State and local activities and investments in their more tradi-
‘tional functions as providers of police and fire protection, educa-
tion, roads, public transportation, water and sewer and the like.

These factors, compounded by the precarious position of the econ-
omy, indicate to us that the GRS program must continue. Failure
to authorize the program could trigger recession and create par-
ticularly severe consequences for the States and local governments
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that depend most on those funds and are most vulnerable to an
economic downturn.

We feel, however, that Congress should take this opportunity to
improve the program’s effectiveness ir: targeting funds where needs
are greatest. The Revenue Sharing Act should also become a
framework for assuring minimum, basic standards for State and
local government employees.

The Federal Government has established certain basic standards
in legislation as the Fair Labor Standards Act and the Labor-
Management Relations Act setting forth certain basic conditions
for private sector employment.

In 1974 Congress extended coverage of the Fair Labor Standards
Act to additional employees of State and local governments. In
extending coverage to most of these employees, Congress exercised
its authority under the commerce clause of the Constitution. How-
ever, the Supreme Court--National League of Cities versus
Usery—held that this was not an appropriate exercise of Congress
power to regulate commerce and denied coverage to the newly
covered as well as to employees of schools and hospitals who were
previously covered and affirmed by the Supreme Court.

The majority opinion noted that Congress might be able to seek
coverage by exercising authority granted it under other sections of
the Constitution such as the spending power.

Now that Congress is considering extending the Revenue Sharing
Act, it is appropriate to include the basic minimum wage and
overtime provisions of the Fair Labor Standards Act in a manner
cited by the Supreme Court. .

Similarly, standards granting State and local government work-
ers the right to organize and to bargain collectively should be a
prerequisite for revenue sharing funds. In 1935, Congress found
that it was in the public interest to establish a method for deter-
mining the wishes of workers regarding their desires to be repre-
sented by a union and to assure workers a basic right to bargain
collectively with employers concerning wages and conditions of
employment.

Congress found that the denial of the right of employees to
organize and the refusal to accept the procedure of collective bar-
gaining led to strikes and other forms of strife and unrest. In the
1935 Wagner Act, Congress recognized the beneficial effects of
establishing a system to determine workers’ desires regarding
union representation and the encouragement of collective bargain-

ing.

%imilar requirements for State and local government employees
should be enacted to enhance their basic rights. Currently, 38
States and the District of Columbia have statutes or executive
orders providing the legal framework for collective bargaining for
some or all of the employees.

Comprehensive statutes covering all employees are currently in
force in 23 States and the District of Columbia, but no collective
bargaining or union recognition exist in 12 States. In 15 States,
many State and local government employees are still excluded
from such basic protections.

Thus, we maintain that since the funds available for the pro-
gram are collected from all Americans through the authority of
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Federal laws and the Federal tax structure, it is appropriate that
Federal standards and safeguards be included.

In summary we urge, one, that changes be made in the allocation
and enactment formula to provide a better targeting of funds to
. areas in line with their need for essential public facilities and

services, with particular emphasis on the Nation’s urban centers.

The 20 percent per capita payment floor and 145 percent ceiling
has resulted in a diversion of funds to tiny government units with
- narrow functions and few responsibilities. We feel that the mini-

mum payment floor should be reduced substantially or eliminated,
- and the 145 percent of the statewide per capita allocation ceiling
should be increased. -

Two, States and localities be required to (a) adopt labor-manage-
ment standards equivalent to those set forth in the National Labor
Relations Act, and (b) meet the requirements of the Fair Labor
Standards Act and other basic labor standards legislation.

Finally, Mr. Chairman, we understand that in an effort to cut

Federal expenditures and reduce the budget deficit, proposals are
being floated which would reduce or eliminate the State one-third
share of the revenue sharing entitlement. We are strongly opposed
to such efforts.
_ The result, in our view, would simply lead the States to make up
the loss by cutting back on their own programs of aid to local
governments and the impact would be most severe and communi-
ties with the greatest fiscal problems.

Moreover, in recent years the States have markedly increased
" their response to local government needs, and in light of the de-
mands to reduce local property taxes and factors such as court-
mandated educational financing reforms, the pressure on the
States’ is likely to continue to grow. There is no justification for
the Federal Government to reduce the States’ ability to respond to
these pressures.

Thus, Mr. Chalrman, the AFL CIO believes the general revenue
- sharing program is playing an important role in helping to meet
" the Nation’s public neecf and it should be continued.

[The tables attached to Mr. Denison’s statement follow:]

TABLE 1.—STATE AND LOCAL GOVERNMENT QUTLAYS FOR NEW CONSTRUCTION
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TasLe 2.—Unemployment by selected g%e and metropolitan areas—December
1

Percent
_California:
BAKErSIIEI ... eesvereevestereeerisemeeasessns s bR 9.1
Fresno..... .. 87
Modesto 11.1
Salinas-Se. 10.0
Stockton ............ .. 115
TIHNO0ES: DECATUT covvrveresrerercussmssissssssesseesss s s s 123
Indiana:
ATLAETSOM oo veoeenereeesssessassessesesesss s ras s E R AT 156.2
Gary-Hammond-East Chncago... .. 98
Muncie... 8.7
Louisiana: Alexandrla .. 85
-Massachusetts: New BOOTAor s ooomsveeseereeersosssssssssns s ssssssssssass s cnsosonsssnsass 93
New Jersey:
JOISLY CRLY . crvvvvevuesouessseriesaresssessens s saamass s 8.7
Vmeland Khlvnlle Bridgeton.. .. 93
New York: Buffalo.................. 8.8
Oregon: Eugene-Springfield ... 8.7
Pennsylvania:
JORISEOW .eevsereoeesvssssesesseeseseceseossaras bR AR 9.0
Northeast Pennsylvania.. e 9.2
WALLAIISPOTE o ..ervevveveeseereesimsesseesss s s e 10.7
Source: Bureau of Labor Statistics, U.S. Department of Labor—preliminary..
TABLE 3.—FEDERAL GRANTS TO STATES AND LOCALITIES
|Frscal years, dofiar amounts i milhons]
tgas Federal grants as 3 percent of budget
of gra;rsrm— outiays
Total gran's-
MRS o e State and
paymeats to T Domeste®  papends-
ndwdudls tures
five-year intervals:
1950 e o e e e $2,253 §1.257 $93% 53 88 104
1955, . e e e 3,207 1623 1,584 47 121 101
1960, . o i e e e e 1.020 2419 4,541 16 159 147
1985 . e s 10904 - 393 6912 92 165 153
. 24014 9023 14,891 122 1 194
24018 8867 15,151 122 a1 194

28,103 10,789 12.320 133 213 199
34312 13421 20951 148 28 220
083 1310 23,728 163 us 243
43,354 uon 293,218 161 233 228
49,834 17441 32392 153 3 231
$9,093 0 38010 16.1 al 244
68,414 23,860 44,555 170 21 258
17,888 25931 1,508 173 28 264
82858 28,765 54,093 168 24 256
88945 34,202 54,744 158 210 %3
96,312 31,164 58,548 156 208 253

+ Exchudes aationa? delense and internationl atlaws
1 fshmates

Source Budget of the U'S, Special Analysis. varous issues
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Senator BRADLEY. Thank you very much, Mr. Denison. I would
liktlzl to ask you a question, and have Mr. Oswald give his opinion as
well.

We are now in a time of fiscal stringency. Could you tell us your
" best estimate, if the budget were balanced, the effect that would
have on the inflation rate next year?

- Mr. DENisoN. 1 will take a crack at it and then defer to Dr.
. Oswald.

It is our feeling that we agree with those who are saying that a
balanced budget would probably have a minimal impact, if any at
all. We are led to that conclusion by data showing that in other
_industrial nations having a far higher deficit in government, their -
“"rates of inflation in most instances are lower than that of the
- United States.

+  So that we do not find that there is a correlation between severe-
ly reducing Federal expenditures and attempting to bring them
into balance and the rate of inflation.

Mr. OswaLp. I would amplify that by saying that in the last few
- years as the budget deficit has narrowed substantially, the rate of
inflation has gone up, exactly the opposite of the notion that there
is a straight correlation between budget deficits and inflation.

Budget deficits are related to recessions and wars, not basically
to a causative factor in inflation unless the country is at its capac-
ity in terms of utilization of all of its manpower and industrial
needs and then government deficits would play a role.

But that is not the case today and has not been in recent times.
l- Se}r‘;ator BrabpLEY. Do you feel that a deficit is absorbable at any
- level?

When is a deficit too much?

Mr. OswALD. A deficit is too much when the country is at full
employment and its industrial capacity utilization is being strained
to the utmost and then a budget deficit strains the economy sub-
stantially in terms of inflationary pressures.
~ We had a $66 billion deficit, for example, in 1976 as a result of
. the very severe recession. That big budget deficit came about be-
cause of the recession, not because of attempts to cause a budget
- deficit. It was the recognition that Congress had to do something to
~ turn the the recession around, and the drop in receipts as people
were put out of work.

Senator BRADLEY. You said in your statement that you recog-
nized that we are in an atmosphere where there will be budget
_cuts. I was wondering how you would prefer to see the budget cut?
Mr. DeNisoN. That is like asking us to perform self-surgery and
~ we have resisted that approach.

Our feeling is that, on the contrary, there are other avenues that
" could be approached.

For example, it is our feeling that the interest rates, instead of
“being increased, should be decreased and that pressure should be
~brought on the Federal Reserve to do exactly that.

For example, in the next 2 years, the increase in the cost of the
- debt service alone will be $15 billion; $15 billion could be realized
interest rate savings and substitute for any consideration of heavy
cuts in other areas.
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Similarly, we feel the reimposition of oil controls, including
middle distillates, would be a tremendous savings to Government
expenditures in that area.

We feel that also there is no need to reimburse, or rather, pay
the grain companies the total price for the suspension of grain
sales to the Soviet Union, but rather, they should be asked to make
a sacrifice and not be expected to make a profit on an action which
the Government suspended.

Those are three areas that we think steps could be taken apart
from surgery on much needed social programs.

Senator BRADLEY. Do you think that the budget surpluses that
are maintained by some State governments are excessive, Mr.
Oswald?

Mr. OswaLp. The budget surpluses on various State levels has
been used, for example, in California to offset the severe cutback in
the property tax resulting from proposition 13 and other similar
proposals. The actual amounts of those surpluses are often not that
clear.

If the accounting was done the same way as the Federal Govern- -
“ment does its accounting, which does not separate out a capital

budget allowance, most of the States would not have a surplus.
They have a separate operating and capital budget while the U.S.
Government measures all current expenditures.

The second factor is that most States have very large liabilities
for-accrued pension responsibilities where they have failed to meet
their pension liability obligations. I think that some of the
surpluses that appear in current accounts for States overemhasize,
overdramatize, and overstate the.existence of the surpluses.

Senator BrabLEY. Thank you very much.

Senator Durenberger?

Senator DURENBERGER. Thank you, Mr. Chairman.

May I take a few minutes just to make an opening statement?

Senator BrADLEY. Certainly.

Senator DURENBERGER. Thank you, and I beg your indulgence,
because you have to know where I come from before I ask the
questions, in fairness to you.

Senator BRADLEY. Go ahead.

Senator DURENBERGER. Mr. Chairman, the general revenue shar-
ing program is the single most important congressional contribu-
tion to preserving the federal system. Through this program, funds
extracted from American taxpayers by the Federal income tax are
returned annually to 39,000 general purpose local governments and
all the States.

These funds enable them to continue to provide needed public
services. For most States and for many localities, general revenue
sharing does not mean bi%\ bucks. It means dollars that make the
marginal difference whether or not some services are provided.

In the face of inflation, revenue sharing has suffered terrible
losses. I have long urged that we recognize inflation’s impact on
this vital program and that we annually increase funding of reve-
nue sharing by a percentage of Federal tax revenue increased by
the growth in the gross national product.

Congress has not indexed -the revenue sharing program, even
though the same Congress finds nothing wrong with continuing a
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windfall inflation tax on individuals. We are seeking a reauthoriza-
jon of $6.9 billion for general revenue sharing in fiscal 1981.
During that same year, the Federal Government will collect at
east $33 billion in undeserved tax revenues from individuals be-
cause of inflation’s impact.

" As long as Government continues to collect its inflation windfall
and thus makes it difficult for State and local governments to
mpose additional taxes to meet State and local needs, the Federal
Government has an obligation to share some of these funds with
the balance of the Federal system which shares the same taxpay-
érs. ;
- The Federal Government does not earn the inflation windfall
and it should not be permitted to benefit from it at the expense of
iState and local units of government that must meet essential needs
f people each day. -

In spite of this, general revenue sharing is on the administra-
tion’s balance the budget hit list. I adamantly oppose elimination
iof this program in the name of balancing the budget. This program
has not been the cause of overexpenditures by the Federal Govern-
ment, nor has it been the cause of inflation. Indeed, it has been the
victim of inflation.

. The purchasing power of revenue sharing dollars has decreased
by 40 percent since the program was initiated in 1972. At the
current rate of inflation, an annual rate of 18 percent in the first
month of 1980, the $6.9 billion of revenue sharing funds will be
further eroded. We would need to authorize and appropriate $9.8
billion just to equal our original commitment of $5.26 billion in
1972 to revenue sharing.

In the face of these bleak figures this subcommittee begins its
first hearing on the reauthorization of the revenue-sharing pro-
gram. Yet, we do not have a bill from the administration on which
to hold a hearing. From the beginning, this administration has
vacillated on its position regarding the future of the program.
~ For well over a year, specialists have been at work in the Office
of Revenue Sharing and in the Domestic Finance Office of the
Treasury Department conducting research on the impact of the
revenue sharing program and developing options for its future. So
far, we have seen studies on the fiscal impact of revenue sharing,

the distributional impact of revenue sharing, and on the impact
of the auditing, civil rights, and public participation requirements.
We have seen studies dealing with formula allocation issues.
~ We know that several 20- to 30-page memoranda have been
developed within the Treasury Department. Some of these have
anaged to make their way to Secretary Miller and some have
en made their way to the White House. But for all of this
esearch and all of this memo writing, the administration still does
ot have a bill to send to Congress.
The Congress and the general public have oan rumors, about
‘whether the administration will recommend that the States stay in
or out; about whether or not States will be required to establish
fiscal reform commissions; about whether or not the program will
be recommended for reauthorization at all.
The time has come—in fact, it is long overdue—for this adminis-
tration to take a stand. It is the obligation of this administration to

62-376 0 - 80 - 2
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make a critical decision about the future of this critical program
and, I might add, to commit to that decision.

Last week it seemed, at least for a few hours, that the adminis-
tration had made a decision about this program. The new plan
involved some formula changes. Yet, with all its computer capacity,
the Treasury Department could not give anyone the computer print-
outs showing the impact of the proposed changes on State and local
governments. - .

In this program, formula changes cannot be considered in the
abstract. We must look at the figures to see if the formula brings
about the changes its reformers had in mind.

The administration and the Congress would be unwise to elimi-
nate this program in the name of balancing the budget. This is one
of the few Federal assistance programs that works. It has the
lowest overhead and the simplest administrative structure of any
Federal aid program. I am a firm believer in the adage, “If it
works, don’t fix it.” The general revenue sharing program doesn’t
need repair; it needs a commitment from the administration and
the Congress.

A major issue in the current discussion about revenue sharing
focuses on the role of the States and whether they should continue
to be funded. I have heard many of the arguments for taking the
States out. One, they have surplus funds at a time when the
Federal Government has a big deficit and is being pressured to
balance the budget.

Two, they have reformed their tax structures to place more
reliance on the progressive income tax. Three, they pass a signifi-
cant amount of their revenue sharing money to local governments,
so perhaps the Federal Government should give this money direct-
ly to cities and counties. :

Before we in Congress begin making judgments about taking the
States out of the program, we should look carefully at what the
States are doing and why. Some States are accumulating surpluses
in their operating funds; most are not. X

The surpluses of the future will be concentrated in a few energy-
producing States. Four States, for example, Texas, Alaska, Califor-
nia and Louisiana, will collect $104 billion in the next decade from
increased income taxes, severance taxes, and royalty payments as a
result of oil price decontrol. ,

To point to just one example, the State of Alaska, which right
now has a budget surplus of $1 billion, expects a surplus of $28.5
billion by the end of the decade. A recent Associated Press story
reported that contests are being conducted in Alaska to determine
how that surplus should be spent.

Most energy-poor States are hard pressed to meet their obliga-
tions and are confronted with the difficult task of stemming an
outmigration of Aaeople, businesses, and with them, the tax base.
These States need general revenue sharing.

Some critics of State participation in general revenue sharing
point to cuts in State taxes as a sure sign that these units of
government do not need additional Federal money. I would urge
my colleagues to look into the nature and reasons for the tax cuts.

Minnesota recently passed a significant tax reform measure. It
was necessary in order to give some relief againgi;\ inflation. Before
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-the tax reform was enacted, if the typical taxpayer received a 10-
_percent increase in personal income, that taxpayer would be re-
“quired to pay 14 percent more in income taxes.

Such a tax structure imposes heavy burdens on the typical,
“middle-income taxpayer, and it is devastating to those on fixed
comes. The system had to be changed. I do not believe we should
unish Minnesota and other States that do what we haven’t the
£guts to do, index inflation out of the income tax, by eliminating
‘their revenue sharing funds.

It is clear, Mr. Chairman, that I support general revenue shar-
g. I will work hard for its reenactment. A poll of the Members of
ngress taken recently by the National Association of Counties
howed that 84 Members of the Senate and 309 Members of the
‘House support revenue sharing.

Mr. Chairman, I look forward to working with you and our 391 -
‘other colleagues to persuade the remaining 143 Members and the
‘Carter administration to join the majority in reauthorizing this
program.

Senator BRADLEY. Thank you.

Senator DURENBERGER. Mr. Chairman, if I did not make it clear
the opening statement, it is my feeling that this is not one of the
categorical grant programs where we take Federal revenues and
dictate their use according to Federal standards by State and local
governments.

- This always was, from the time Walter Heller, or whoever takes
¢redit for it, invented the concept and sold it to LBJ and some
%Republicans sold it to Nixon, this has been an effort to recognize
the fact that an unindexed income tax is draining those revenues
from State and local governments that it desperately needs to
manage government at that level.

-1 am pleased that the AFL-CIO is no longer opposed to the
concept of revenue sharing, but I would perhaps start with the
request that either of the witnesses indicate to me why they feel it
i8 necessary that we expand the so-called strings, if you will, and
the so-called qualifications to the receipt of these funds as they
ecommend in their statement.

Mr. DenisoN. You are referring specifically to——

Senator DURENBERGER. Minimum wage.

Mr. DenisoN. It is a quality involving Federal standards on
Federal funds where the receipt of Federal funds, the imposition of
“Federal standards, particularly matters on work levels are a
atter of history. )

It is that matter, as a matter of justice, that should be extended.
We do not see why the Federal Government should put itself in a
position of subsidizing or supporting substandard wages or being in
:the position of allowing the funds to be used in localities where the
employees have no opportunty whatsoever to express themselves in
the collective bargaining manner.

We think it is a matter of simple justice.

.. Senator DURENBERGER. Let me ask Mr. Oswald a followup ques-
tion to the chairman's question on the budget. You talk about a
balanced budget and a deficit and so forth. Suppose we adopted by
rule here in the Congress a constitutional amendment to tie Feder-
al spending to the growth of income in this country.
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Do you feel that would have an impact on inflation in the long
run? -

Mr. OswaLp. No, I do not believe it would have an impact on
inflation in the long run because the inflationa: ~ forces that are
causing the inflation today are not the Federal budget, but rather
things like energy. Clearly the Congress recognizes a broad Federal
responsibility in energy in development of synthetic fuels and sup-
port for other energy alternative. 1 believe that is the correct

" decision.

So that addressing the energy problem, may mean that there is a
greater Federal share of GNP. .

Similarly, one of the great inflationary problems has been health
care. We believe that a national health insurance program would
reduce the pressures on health care, where very much of the
money currently has been spent on duplicative private insurance
programs, where much of the money goes for paperwork and not
for health care, and where there is an awful lot of money spent by
hospitals for just bill collecting rather than health providing; we
believe that there would be better standards under a national
health insurance program. So that, again, might mean a larger
Federal share but a reduction in that inflationary pressure sector.
Over 70 percent of the current inflation is coming irom energy,
food, health care, and the impacts of very high interest rates on
housing prices. Federal programs are not the cause of today’s infla-
tion. Inflation today is not determined by whether there is a $20
billion deficit or a $16 billion deficit, nor by the ratio of the Federal
budget to GNP. Most foreign governments have a much higher
ratio of Federal spending to GNP than the United States and, in
many cases, these other countries have lower inflation rates.
Senator DURENBERGER. You do not buy the argument of what is
called the expectations theory that a lot of inflation is caused by
consumer behavior and the failures of predictable expectation? In
other words, if we had some predictability to the future of health
care costs, if we had some predictability to the future of housing

_ costs and we understood that the role that the Federal Govern-

ment, or any government, is going to play in large cost expendi-
tures, if we knew in advance the impact of tax on income, if we
knew in advance the impact of deficit spending on the capital
market and on interest rates, that inflation could be licked because
people could make plans, people could make judgments, people
could make decisions that today impact adversely on inflation.
Mr. OswALD. Expectations clearly play a role in terms of infla-
tionary actions. Clearly the speculators on the futures markets are
‘speculating in terms of future inflation, but the inflation and the
eradication of that inflation, will not come -about through-balanc-
ing the Federal budget.

An example of today’s inflation was shown on this morning’s
television. It described the increase in California of mortgage inter-
est rates during the past year, rising from 10% percent to 15%
percent. This increase raised the cost of borrowing for a $70,000
mortgage over 30 years from $670 a month to $930 a month pay-
ment.
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That did not come about because of the Federal deficit. That
_came about largely from pressures of the Federal Reserve System
to raise the interest rates. :

Arthur Burns, when he was faced with a 12-percent rise in the
Consumer Price Index never raised the discount rate at the Fed
“higher than 8 percent. Today we have a 13-percent discount rate
- which forces up all the other interest rates. The person from the
~Savings and Loan Association interviewed this morning said: buy
-your house at 15 percent interest because the price is going to go
- up next year.

- If with that sort of encouragement, inflation becomes self-fulfill-
~ing. That is not going to change if the Federal deficit, or if the
ederal budget, is at 20 percent or 22 percent or 28 percent of

GNP. It has to do with many different factors.
~_Senator DURENBERGER. If 1 could ask one last question, Mr.
hairman, has the AFL-CIO taken steps to analyze the impact of
econtrolled oil prices on State and local government financing?
asically I am talking about the issue that John Danforth and _
thers raised on the floor of the Senate, the $128 billion windfall
rincipally to four States in this country and the impact it is going

have on the other States and on intergovernmental relations
nd on some of the things you talk about in here in terms of some
“equity in the marketplace where jobs are going to go in this coun-
“try.

-~ Have you made those studies? Is there some way that we can
look forward te your analysis and your recommendation?

Mr. DenisoN. We have not made a study. We were concerned, as

ou and members of this committee were concerned, when this
ssue was raised on the windfall profits tax on the Senate Floor.
e still have those concerns.
Unfortunately, I am not trying to speak for Rudy. The AFL-CIO
not quite in a positoin to be able to gather the data that we
ould like to have. We find companies and governments very
eluctant to give us their figures and we have to rely, for the most
art, on data raised by the governments both Federal and local
hemselves.

But it would be an interesting study and we would hope someone
ould pursue it.

Senator DURENBERGER. I would think that it would be very help-
1l to me, as a policymaker, to have an organization who repre-
nts a large part of organized labor in this country and who
:testifies here to targeting Federal assistance, look specifically at
this program because, in my humble opinion, it is going to have the
reatest impact of any public decision made by anybody in this
untry in a long time on jobs and the economics of a lot of States
f this country.

Mr. OswALp. Senator, I would add—you do know the figures,
at the Defense Department is indicating that the higher energy
: J;s :vill now bring to their costs and how that will affect their
udget. .

The other impact is that of very high interest rates for State and
ocal governments. They, too, are going to bear that very high cost
.and it will be a sericus problem for their own financing as well as
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the $15 billion impact on the Federal budget of the high interest
rates.

°  Senator DURENBERGER. Thank you.

Senator BRADLEY. 1 would like to thank both of you gentlemen

for your contribution today and call the next witness, who is Mr.

Kenneth Butterfield, supervisor, Huntington, N.Y., on behalf of the

National Association of Towns and Townships.

Mr. Butterfield, I do not know if you were here when we estab-

lished at the beginning a 10-minute rule for witness presentation.

Mr. BurterriELD. Yes, Mr. Chairman. :

Senator BRADLEY. Go ahead.

STATEMENT OF KENNETH BUTTERFIELD, SUPERVISOR, TOWN
OF HUNTINGTON, N.Y.

Mr. ButterrieLp. My name is Kenneth C. Butterfield and I am
supervisor of the town of Huntington, N.Y. I also serve as the vice
resident of the Association of Towns of the State of New York, a
ocal government organization representing over 900 towns
statewide. I am here today on behalf of the National Association of
Towns & Townships to provide this subcommittee with our mem-
bership’s perspective concerning the reauthorization of the general
revenue sharing program.

Before beginning my testimony today, I would like to thank the
chairman for inviting NAOTAT to share its views concerning this
extremely important intergovernmental assistance issue.

Senator BRADLEY. Mr. Butterfield, could you possibly pause in
your testimony to allow Senator Javits, as a colleague, courtesy to

Mr. BUTTERFIELD. Absclutely. 1 am delighted to be on his left
side. He has represented our State well, and I am glad to be with
you, Senator. Please take the floor. -

Senator BRADLEY. I suppose it is appropriate that both of you are
from New York. Senator Javits, welcome.

I am pleased you could come before the committee and we are
anxious to hear your thoughts on this matter.

STATEMENT OF SENATOR JACOB JAVITS, A US. SENATOR
FROM THE STATE OF NEW YORK

Senator Javits. Mr. Chairman, I am here in supl;:ort of general
revenue sharing and will just take 1 minute of the committee’s
time. All I want to emphasize is that the original concept of gen-
eral revenue sharing is still valid and that is that the bulge which
is caused by the progressive income tax should be shared with the
_ States and local units of government. And in view of the shift in
State fortunes which recently has taken place from material sur-
pluses to deficits, indeed a $i2 billion deficit for the current fiscal
year and with an indicated even higher deficit for the next fiscal
year, I believe that this particular Federal program has to rank
ve{ghhigh in the priorities in the Federal budget.

en. it comes to cutting, Mr. Chairman, which the Congress is
going to get to very promptly, and I, like others, in pursuit of a
national duty, will have to lend myself to it. It is my judgment that
a cut should be across the board rather than hitting hard any
particular programs which may not be in as much favor as others
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because, very frankly, such targeted cuts will tend to damage chief-
- ly those who can least afford it. .

Both in terms of States and local governments with grave prob-
lems, big industrial States, like my own, and like that of the
- chairman, for example, it will tend to hurt the poor, the children,
- and the aged. We know that from history.-

* And therefore, let us let everything take its minor lump, which
>would be from 3 to 5 percent. If we do not do it that way, Mr.
Chairman, as I said, and I repeat, because it bears repetition, those
who can afford it the least will be hurt the most.

- And it is for those reasons, Mr. Chairman, that I am here in
“support of general revenue sharing and I hope that we will have
- the strength to keep it. It is a part of the total concept. Let us not
id ourselves. The people who want to eliminate general revenue
haring, or cut it by a third, have only in mind the fact that they
do not want something else cut. That is the whole rationale.

* That is all, Mr. Chairman, but I do want to record myself on this
- subject.

hank you, sir.
Senator BrabprEy. Thank you very much, Senator Javits.

- I would like to take this opportunity just to ask you one question
- in relation to the idea of budget cuts.

- What is your view toward the $240 billion of tax expenditures
- that we now have in law which if eliminated would generate enor-
= mous quantities of money for the budgetary process?

- Senator Javirs. Some of those, Mr. Chairman, are sacred cows,
ike interest on mortgages, and it will take more effort to try to
ndo it than to leave it as it is. Many of them do not deserve to be
- on the books and ought to be eliminated. I have lent myself to
‘eliminating them. :

There are some, for example, that ought to be on the books that

re not, as for example, a premium for research and development
r other matters which insure productivity. If you start in that
hicket, you will never get any cuts, either particularized or gen-
ral. Therefore, I would omit, hard as it is today, that $200 billion
rom the present consideration of an across-the-board or a particu-
arized cut.
But I certainly would deal with it in the next tax bill as we have,
because if this committee does not deal with it, there are lots of
Members who will and we simply have not the troops to eliminate
11 of those little cushy things for special interests which permeate
hese tax expenditures, but should not be exempt.

The only reason I say what I do is because the exigency of the
ime for helping our economic circumstance is so great.

May I say, too, Mr. Chairman, that the amount by which we will
educe budget allowances or even outlays is not going to be all that
great in the $616 billion budget, but as the lawyers have said, it is
ot what the facts are, it is what the judge thinks they are that
ounts, and it is the perception of the international community
which holds probably as much as $900 billion, maybe even $1,000
- billion, which is due on demand in the United States.

- But if we do really make an effort at budget balance that
-strengthens our position as far as they are concerned, that is the
price we have to pay.
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Senator BRaDLEY. Senator Durenberger?

Senator DURENBERGER. Yes.

I want to express my appreciation to the Senator from New York
for his comments and perhaps ask you, Senator, one question that I
do not have difficulty defending, but it becomes difficult for a
freshman in this body to defend. I think I came here looking at
revenue sharing, which the way you have testified, that it is a
reflection of the consequences of the impact of an unindexed, pro-
_gressive Federal income tax on revenues available to State and
local government, and that a portion of those revenues just ought
to somehow be automatically turned back to those local levels of
government.

But from the beginning, there has been pressure to do some of
the things that we do with categorical grant programs to revenue
sharing; that is, condition their receipt. I assume that some of
“these conditions have been good—the auditing requirements, the
EEO requirements, and so forth. But today it has been suggested
that we add minimum requirement standards, FLSA requirements
and so forth, and I am sure other witnesses will suggest because
these are some of Federal tax moneys, that certain national stand-
ards ought to be applied to the receipt of these moneys and I would
be interested in your observations on adding additional require-
ments to the receipt of these moneys.

Senator Javits. Normally speaking, the subject of generic law
should continue to be the subject of generic law. The policy of the
country should apply to the States and localities just as they apply
to the private sector. ’

I speak of such things as civil rights enforcement et cetera. That
is a general principle. I will be the first to say that I may vote for
an exception here or there, but you asked me a general principle
and that is the general principle that I would adopt.

Senator DURENBERGER. Thank you, sir.

Senator Javirs. Thank you.

Senator BRADLEY. Thank you very much, Senator Javits.

[The prepared statement of Senator Javits follows:]

STATEMENT BY SENATOR JacoB K. Javits

Mr. Chairman, 1 am grateful that you have permitted me to appear before you-
today to express my support for reauthorization of the Federal general revenue °
sharing program. In this time of economic distress, our state and local governments
can ill afford the additional burdens which woeuld result from an elimination of

overhead costs of any federal aid program and is generally more effective. It is an
essential component of the economic stability of our state and local governments.

In the state of New York, the general revenue sharing program has been an
invaluable tool, enabling our governments to provide essential human services
during years of extreme fiscal stress. New York State in fiscal year 1980 will receive
approximately $745 million in revenue sharing funds. Of this, the state government
will receive $248 million, New York City $287 million and New York's other
counties $105 million. These funds are largely used for operating costs, with police
and fire services taking the lion’s share.

But, these days New York counties are using a higher percentage of their funds
for capital and debt purposes. In a time when the capital costs are skyrocketing,
this is a stable source of capital funds which will increase the long run productivity
and efficiency of county services. OQur counties estimate that without the general
revenue sharing program they would have to eliminate vital human services, road
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nd highway maintenance, performing arts and libraries—and would face property
_tax increases ranging from 6 to 33 percent.

The importance of the state government’s role in this program also cannot be
verstatetfo The states receive one-third of all revenue sharing funds, of which 43
¢rcent is passed on to county and municipal governments. Opponents of revenue
;sharing argue that the states are financially healthy, citing past budget surpluses as
“evidence that the states should no longer receive their one-third share. But it is
important for the public to understand clearly the nature of state fiscal conditions.
irst, states do not have budget deficits simply because their constitutions generalﬁy
rohibit deficit financing. Second, only 15 states have had a “solid” surplus accord-
g to Standard and Poor—and all but 2 of those are major energy and/or food
roducers. B )

"Most important, state and local governments are now experiencing a downward
hift—a $12 billion deficit for 1979 is projected. Both Standard and Poor and the
mmerce Department’s Bureau of Economic Analysis predict at least a year of
ming decline for state governments. Continuation of the revenue sharing program
ith a state share will enable state governments to meet these deficits without a
rastic reduction in services or increase in taxes.

Mr. Chairman, the states and local governments are entering this uncertain
riod of our nation’s economy with a real need for continued and stable Federal
¢support. There could not be a worse moment to eliminate this vital assistance in the
Treauthorization of the general revenue sharing program.

Senator BRADLEY. Mr. Butterfield, please continue.

STATEMENT OF KENNETH BUTTERFIELD—Resumed

‘Mr. BurterrieLbd. The National Association of Towns & Town-
‘ighips has made the reauthorization of the general revenue sharing
fprogram, in its current form, its major legislative priority for 1980.
;Township officials nationwide believe GRS has been an enormously
feffective congressional initiative. The advent of the general reve-
ue sharing program constituted a givotal turn in our Federal
-system of sharing powers and responsibilities.
- The program has enhanced the ability of towns to maintain -
tessential service at the level of government which is not only
closest to the people but which is also most responsive to the needs
f the people it serves.
Towns provide more than mere opportunity for individual ex-
Jression. In response to the pressure of a growing population, we
_igl_an and carry out an orderly development of our commissions. We
rovide- essential services to meet the urgent needs of our town
Inhabitants. To obtain the necessary funds, we have utilized the
xeal property tax, which still continues to be the mainstay of local
Yevenue. -
However, the burden of financing expanding services cannot con-
sinue to be borne by the real property owner. It is well recognized
A%i.h‘a!;tthe real property tax burden has nearly reached its tolerable
tlimit. -
he towns of New York State and elsewhere around the country
‘have in recent years begun to face many of the same urban prob-
3ms of the cities. Towns are experiencing escalating pressures for
§§1)proved public services, problems of waste disposal and water
supply, increased crime and growing budget pressures.
In short, just as existing problems of the Nation’s cities cannot
)¢ resolved with their own resources, or within their own bound-
firies, it is unlikely the towns or any of the other systems of local
overnment will be able to solve all of their problems alone.
"We all need help from sources of assistance such as general

%ﬂw

venue sharing.
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General revenue sharing is a unique Federal program in that it
is administered with a minimum of redtape, while providing town-
shie;:i officials the flexibilty they need to meet locally determined
needs. .

I might add that in categorical grants, the cost is between 12 and
14 percent, the cost of general revenue sharing is less than 1
reent. There is a great deal of Federal money that is lost from

ere to the local community where it is finally implemented, and I
think that is an important concept to keep in mind.

The program helps to insure the financial soundness of State and
local governments, especially during today’s economic climate of
unprecedented inflation and growing tax limitations. GRS also pro-
vides a necessary measure of equity at the Federal level, particu-
larly for numerous smaller townships. These jurisdictions are often
bypassed by national development initiatives because they have
severe difficulty identifying and competing for most Federal aid
programs—even though they have levels of economic distress
which make them eligible for such assistance.

General revenue sharing has helped towns to fill gaps in the
provision of many basic community services ranging from public
transportation and safety to environmental protection and aid to
the poor. These funds support essential da -to-day programs which
in many cases would be eliminated or at least reduced drastically
because of the extreme difficulty most localities would have in
raising taxes to compensate for such losses.

I might add, my town is a town of 218,000 people, one of the
largest communities in the State of New York. I am here both on
_ behalf of the national association as well as the State association.
Ofttimes, I can see the need for the larger towns as well as the
smaller towns in that the smaller towns do not have the grants-
manship capability.

As a consequence, their only source of Federal funds is general
revenue sharing whereas the larger communities have the capabili-
ty of sharing in general revenue sharing and in addition, the
categorical grants.

In that respect, general revenue sharing has only been increased
by 3 percent and categorical grants have been increased by 14
percent and that is increasing by leaps and bounds.

But with the inflationary spiral, that which we are receiving in
general revenue sharing has been greatly reduced, as you stated
earlier Mr. Chairman. " -

Mr. Chairman, we do not believe that an{ Federal program
including revenue sharing, is sacrosanct. Social and economic con-
ditions ¢hange, and it is certainly the right, indeed the responsibili-
ty of Congress to exercise its oversight functions to insure that
national objectives are continuing to be met by various Federal
programs. .
~ However, by the same token, we feel that if a program has been

working well—and the overwhelming consensus is that GRS has
been operating well—then the program should be continued in a
manner which has been proven to work. As so eloquently stated by
our U.S. Senator, Patrick Moynihan:

Revenue sharing is simple, it is easy to understand, its benefits are conspicuous
and direct, and it has created no bureaucracy * * * for Heaven'’s sake, let us not

1
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cvlédone of the really fine pieces of intergovernmental machinery which we have
.‘ea’ .

:Senator Moynihan’s views have been endorsed by many of his

0lleagues in Congress, but the administration, apparently, does
16t agree with the merits of the approach he has advocated. While
‘}ifc{ President’s general revenue sharing bill has not yet been offi-

fally introduced, details concerning the major components of his
proposed legislation have been announced. The outlook for the
“duntry’s towns under the proposal is bleak.

“Senator Durenberger, your town would receive 21 percent less in
Sheral revenue sharing; my town specifically would receive

500,000 less in 1981. We are presently receiving approximately

1,200,000 in general revenue sharing. That is a substantial de-

‘ease of my budget that is obtained from other than real property

RXaLivil.

+Federal revenue sharing represents 10 percent. We raise $15

Aillion through real property taxes and the balance of $12 million
F& by revenues from the State, from fees and other sources includ-
ing Federal revenue sharing.

“Nationwide, townships would suffer losses totaling $47 million.
n many cases, the entitlements received by towns will be cut fully
i half. Under the President’s plan counties would lose about $5
iiillion and cities would gain $46 million. Put another way, of the
352 million in revenue sharing losses to local governments, town-
p cuts represent approximately 90 percent of the total.

“think .that is because we are not the squeaking wheel. When
» mayors get together, the media attends and they listen. When
‘he counties get together, the same situation, but when the towns
iget together we apparently do not have that impact.

22 But, Mr. Chairman and Senator, I might add, for your edification
that in the State of New York 8 million of our residents live in
townships outside the major cities, and if my town were considered
,ilt{y, we would be the fourth largest city in the State of New

£

rk. .
“I might also add that if need seems to be the new criteria that
.-he administration is recommending, then I would suggest that you
ook at where community development funds are being spent in
“hat the criteria for community development is poverty—housing
“tock deteriorating and economic lag.

zIn my town, 40 percent of the unincorporated area is within 12 of

he Federal census tracts wk.ich means approximately 40 percent of
imy town is recognized as in need of Federal funds and I think that
?tgt; criteria probably applies to many of the towns in the United

¢ Towns in New York would lose $9 million statewide while New
g(n'k City would gain $10 million. Ironically, the amount the city
i._;gy gain in respect to its total budget is almost ingignificant, while
"*he “micro” impact on many towns will be great.
= Given that towns currently receive just 5 percent of the GRS
ntitlements annually, it is patently unfair to single them out for
g%ﬁlﬁ'ch an inordinate share of the losses. Revenue sharing was never
intended to be a targeted program, although this is now the a
-proach being advocated by the administration. There are already
zundreds of categorical domestic aid programs which are adminis-
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tered, directly and indirectly, on a targeted basis. The targeted
fiscal assistance legislation, which will soon be deliberated in con-
ference committee, represents a version of revenue sharing which,
appropriately, is a targeted measure.

General revenue sharing is the one program which builds at
least some measure of fiscal equity for townships and other juris-
dictions at the Federal level. Other national programs bypass man
towns largely because they cannot _afford the grantsmanship sta
needed to pursue such aid. Revenue sharing is ideally suited to
public management capabilities of virtually thousands of localities,
many of which are run in an informal way by dedicated part-time
elected officials.

While NAOTAT wholeheartedly supports the reauthorization of
general revenue sharing in its present form, the association might
be able to endorse the concepts embodied in the administration’s
proposal provided that certain relatively minor adjustments were
made. If, after all of its deliberations on this issue, Congress did
decide to go forward with a targeted version of GRS, NAOTAT
would strongly recommend that a modest hold harmless provision
be incorporated into the legislation.

This approach would require a limited sum of money, approxi-
mately $150 million, and would guarantee that those townships,
counties, and cities adversely impacted by the administration’s bill
would be protected of held-harmless. I would again emphasize that
this tack would require an extremely limited sum of money, less
than 1 percent of what is now spent annually, while allowing those
predominantly large cities to realize the gains intended by the
administration’s proposal.

If we are to plan effectively for the future, as we should, we must
have assurance of our ability to finance the required local pro-
grams to serve our future residents. We cannot undertake capital
improvements to serve future generations without assurance of
adequate financing.

Good planning and construction of improvements must be accom-
panied by a sound, financial base. For such undertaking we need
an equitable, a dependable and predictable amount of money in the
form provided under the current general revenue sharing formula.

Extension of GRS in its current form would enhance the ability
of our towns as well as of the other local governments, to remain
vibrant and responsive. —

If Congress believed that the concept of general revenue sharing
was right in 1972, and in 1976, and we submit that it was, then it is
even more so today. The program has served to strengthen our
intergovernmental system during the last 8 years and will continue
to do so if reenacted. Let’s all pitch in to insure that the program is
extended in the same efficient and equitable manner as it has
operated in the past. Mr. Chairman, I would again like to thank
you on behalf of NAOTAT’s membership for giving us the opportu-
nity to provide the town perspective on this vital Federal assist-
ance issue.

I would like to respond to your questions.

Senator BRapLEY. Thank you very much, Mr. Butterfield.

I would like to know, in New York State, how much money you
get back from the State from Federal general revenue sharing?
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Mr. BurTERFIELD. $1.2 million.
—- Senator BRADLEY. $1.2 million.
... How much of New York State’s State share is passed through to
"~ local communities? )
- Mr. ButTeErriELD. That was a question asked of me this morning.
It comes down through per capita aid. 1 am not sure but I will
: provide that to the subcommittee in writing when 1 get back to
* New York. I am not sure of the exact percentage.
- It comes down to different forms, per capita aid, and also narcot-
“ic aid, youth programs, and programs for the aging, programs for
= ¢ivil service.
Senator BRADLEY. I am interested, primarily, in the use of the
: State share of general revenue sharing.
. Mr. BurterrIeLD. I would assume it is between 35 percent and 40
- percent. I will double check on that.
- Senator BrRADLEY. Thirty-five to forty percent?
:  Mr. BurterrieLb. The State share that filters down to local
“¢ommunities.
- Senator BRADLEY. The nationwide average is 27 percent. I figured
-it would be a little higher in New York. '
- Mr. BurterriELD. I might add, our spending of Federal revenue
‘sharing is not frivilous. We spend it on nursing for the elderly,
-handicapped, senior citizens, civil defense, transportation, veterans
-service, environmental protection and consumer protection and
. these are all essential services that must be provided.

" One of the problems that the local communities have, be it
‘reacting to State legislation or Federal legislation, when the State
‘legislature or the Congress enacts legislation.

" The cost of implementing the program or enforcing the laws is
borne, to a large extent, by local communities, be they small in
population, or be they large.

= I only refer you to the recent mandates of section 504, which is
:NOW requiring us to retrofit public buildings for access to the
;?atx:(liicapped and public transportation systems have to be retro-
“fitted.

- Those costs are now mandated, but we are not receiving the
‘funds to do it.

- And the cost of converting from oil to coal, there is no subsidy
from the Federal Government other than in the coal mining areas
‘'where there might be some transportation problems so the rate-
iBayers will pay the cost of subsidizing the energy policy of the
“United States.

- I might add that the towns outside of the metropolitan areas
‘have grown with the encouragement of Congress through Federal
‘highways bein expanded, through the GI bill which encouraged
‘the growth of housing in the urban areas and suburban areas and
‘exurbia, and the FHA and now we are told we do not have the
.same needs as the city.

. If that ceiling is raised and the floor is lowered, it is the recipient
‘of the smallest portion of general revenue sharing that will receive
‘the brunt of that cut. I do not think that is equitable. I think the
original concept of general revenue sharing was to distribute the
revenues which could be more equitably raised by the Federal
Government.
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It enhances the capability of local goverments, strengthened our
States and their capability of implementing Federal and State-
mandated programs as well.
Senator BRADLEY. Just for the record, again, what do you receive
in general revenue sharing?
Mr. BUTTERFIELD. My town receives $1.2 million.
y Sen;abor BrapLEY. And a passthrough from the State? You do not
now?

hMr. BuTTERFIELD. Approximately 35 to 40 percent. I will clarify
that.

Senator BRADLEY. That amounts to roughly what dollar figure
out of your budget? {Pause.]

While you are looking for that, what is the cost to your town of
the matching requirements for various Federal programs and also
the cost of meeting Federal reporting requirements?

Mr. BurTerFierD. The reporting requirements are negligible.
That is done for our comptroller’s office so that is not really a
matter of concern in that the form is relatively easy to understand
and fill mgjm.dJ& file. From my research, it would seem——

Senator BrADLEY. I am not talking about the general revenue
sharing form. I am talking about the reporting requirements that
are required for receipt of any number of Federal program moneys.

Mr. Burrerrierp. Horrendous.

Senator ‘BRADLEY. What dollar figure? What does it cost you to
comply?

Mr. BurterrierLd. Well, our administrative budget for the town,
we have 21 departments in the town and the whole town'’s expendi-
tures arve approximately $17 million. I would assume that several
hundred thousand dollars is allocated to the administration at the
various grants, be it for sewers or parks or nutritional programs
for the elderly.

Senator BRADLEY. What part do you have to raise as your share
of mandated programs?

Mr. BUTTERFIELD. It varies with the program.

Senator BRADLEY. The total for your town.

Mr.. BurterrieLp. What I have is revenues, and some of it is
matching, in-kind. I could break it out, but I would have to provide
that, again, in writing.

Senator BRADLEY. I am interested in getting a comparison of
what you receive directly from the general revenue-sharing pro-
gram plus the State passthrough compared to what you have to
expend to meet Federal reporting requirements and Federal match-
ing fund requirements. -

If you could supply it for the record, that would be good.

Mr. BurTerrieLp. The per capita aid is $1.5 million from the
State of New York.

Senator BRADLEY. Senator Durenberger? )
Senator DURENBERGER. The response to any criticism of revenue-
sharing expenditures for townships or municipalities is usually if
there were some predictability to revenue sharing we might make
what would appear to be wiser decisions. In other words, that is the

response usually given by town mergers or municipal officials to

»

the criticism of the specific expenditures utilizing revenue sharing.

|4
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What factor, in your opinion, does predictability in this program
?la)é %n the expenditures that are made from revenue-sharing
unds

Mr. BuTTerRFIELD. It is essential because we predicate our staff on
he amount of revenues that can be predicted over a series of
years. The interrelationship of the program with other programs
and the overlapping services or shared services with departments
“and other communities within our county and State.
" So as far as planning capability and one that could be predict-
‘able in terms of the community, it is absolutely essential that we
‘know in advance that it is going to be there and it is going to be
‘there for quite awhile.
- Senator DURENBERGER. Would you prefer a 4- or 5-year extension
of those programs?
* Mr. BuTTeERFIELD. Four years.

Senator DURENBERGER. You favor the idea that the reauthoriza-
tion occurs in Presidential election years?
. Mr. BurTerriELD. Absolutely because the pulse is beating and
‘people are more concerned about what is happening on a Federal
#]evel and to have it come up in a fifth year it will not have the
kind of concern and perhaps it might die a natural death.
. I am concerned about that. I would rather have it in the hub-bub
of a Presidential year so that everybody is aware of what the
possible consequences and impacts might be on local communities.
‘ Senator DURENBERGER. This year, would you favor a 4-year ex-
tension of the current revenue sharing rather than an alteration in
the authorization.
Mr. BUTTERFIELD. An authorization up, I would support, but any
ange in the formula which would raise the ceiling or lower the
floor, I would oppose, and in as much as the general revenue
sharing has been reduced since its inception, because it really has
not been additionally expanded with additional revenues, the cuts
have already occurred, so that the least that could happen is to
remain at the current level of funding.
_ Senator DURENBERGER. Is there any change that we should make
in the authorization that would make the expenditures by town-
ship of revenue sharing funds more efficient?

Mr. BuTterFIELD. I do not think so.
_ This is one program, because there are not strings, that they
seem to be spent well in trying to conform to the regulations that
mpact on the categorical grants. There are greater numbers of
forms that have to be filed and the bureaucracy on the local level
is expanded to meet the ever-expanding bureaucracy on the higher
level; namely, the Federal Government.
~ Senator DURENBERGER. Has the National Association of Towns
and Townships made any analysis nationwide of State revenue
sharing?

Mr. BurrerrigLD. Yes, it has. Those statistics can be provided to
you, Senator.
- Senator DURENBERGER. 1 would appreciate it very much. I think
this gets at some of the questions the chairman was asking earlier
in terms of rot only the passthrough, if you will, of the State
portion of revenue sharing but what individual portions are doing
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with statewide tax collecting in terms of sharing those revenues
with local government and the townships in particular.

Mr. BUTTERFIELD. 1 know several years ago 3 of our 50 States
used their Federal revenue sharing solely to reduce the taxes.
Senator DURENBERGER. You understand m question goes beyond
that to State income taxes, sales taxes an other forms of State
collected taxes and the sharing of those with townships, and if you
do hs;tive that, I would appreciate its being made a part of this
record. -

Mr. BurTerrIELD. It will be.

{The following was subsequently supplied for the record:}




'“‘:::fllll of 1521 160A Suraet, Northwest Washington, O C 20036
Towns snd Townships

April 25, 1980

The Honorable

Oavid Ourenberger

United States Senate

353 Russell Senate Office Building
Washington, OC 20510

Dear Senator Durenberger:

Enclosed is a sampling of data regarding township revenue recefved from
the state governments. This 1s befng submitted in response to the
request you made at the March 6 Revenue Sharing subcommittee hearing.
While Mr. Butterfield, our witness at the hearing, believed that the
National Association of Towns and Townships had the exact {nformation
you requested concerning the sharing of state collected taxes with
townships, this was not actually the case. However, we have subse-
quently come up with what should be some useful figures on the subject.
We can also offer some basfc generalfzations concemtn? township reve-
nues and finances in relationship to other localities in each state,

Most signfficant perhaps is that townships as a class currently recefve
very 1ittle state aid, particularly rural townships. (See Table I.)
Minnesota townships, for example, receive only 1.6 percent of the $1.960
billion of state aid moved in F/Y 1978. Connecticut was the primary
exception to this pattern because of state financing of education in
town(ship)s.

Tables 11 and 11 provide breakdowns of township and intergovernmental
revenue, and a more specific f1lustration of the sharing of state aid
with townships. Most of the {nformation was gleaned from the U.S.
8ureau of the Census publications and from figures obtained directly
from Census. The 1977 Census of Governments, Volume 4, No. 4, Finances
of Munfcipalities and Townships Governments and Vol. 6, No. 3, Payments
to Local Governments provided considerable detail on the area of your
Tnterest. The Tast set of tables which were photocopied from Yolume 6
and which are highlighted, give some specifics about how state aid was
expended. -

WNe also did some in-house computations fn an effort to organize the
Census data fn a way that would be useful to the subcommittee. Our
state associations also provided supplementary information.

In the final analysis, we found that specific data regarding the amount
of the state share of general revenue sharing that goes to townships was
even more elusive than a specific breakdown of state-collected taxes
shared with townships. Nevertheless, we believe the Vimfted fnformation
available will still be useful.

Please contact NATaT is you would like more information on this or
anything else of interest to the subcommittee.

Sincerely,
Barton D. Russell
Executive Director

BOR:jjr
Enclosures

62-376 0 - 80 - 3
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STATE AID TO TOWNSHIPS FY 78

TOTAL ALL STATE AID MWVED (not just shared taxes) $67.3 billion

STATE AID TO TORNSHIPS (selected cases) ¢ 852 million (1.3%)

state total distributed arount townships percentage
to localities received of state aid
total
Connecticut $ 593.8 million $251.8 million £2.48
11inois $2.869 billion $ 42.2 million 1.5¢ °
Michigan $3.071 billion $ 76.1 million 2.5%
Minnesota $1.960 billion § 31.4 million 1.6%
New Jersey $2.162 billion $ 633,000 .03t
New York $10.075 billion $117.7 million 1.2¢
Chio $2.610 billion $ 26.5 million 1.0%
pernsylvania $3.054 billion $ 62.5 million 2.0%
South Dakota $  85.9 million $ 200,000 23
_wisoonsin $2.149 billion $, 149 million 6.9%
Indiana $1.481 billion -0 - -
North Dakota $ 177 million -0-
Massachusetts $1.577 billion § 748,000 .05%



TABLE IX

General Revenue :
from Federal Goverrment
from State Government
from Own Sourceses

Percent of Revenve Comprised
by State Aid

General Revenue
fram Federal Government
from State Goverrment
fram Own Sourcesws

Percent of Revenue Oomprised
by State Aid

*per Burdau of the Qensus

cr
1,057,945
41,759
199,155
811,668

18.8%

NY
1,016,471

74,375
184,879
- 684,987

28.2%

**primarily from property taxes

1976 - 1977
(thousands of dollars)

ME
204,024
23,884
64,755
110,939

31.7%

PA
435,818

50,386
68,369
308,924

15.7%

MA
1,961,237
114,221
399,454
1,441,073

13.5%

RI
195,827

17,362
55,011
123,157

28%

M
233,666
22,990
72,467
135,198

3.1

vr
63,606

13,902
8,689
140,773

13.7%

REVENUE OF TOWNSHIP GOVERNMENTS IN 11 SELECTED TOWNSHIP STATES*

N
96,606
13,389
17,312
65,867

17.9%

WL
154,030
9,094
96,203
42,903

62.4%

642,751
40,832
50,221

548,484

7.8¢

18



TABLE IIX

WOFWDWNWNMWIP%TBS'
1976 - 1977
(thowsands of dollars)

I mND KA M M
Revenue, Total . 204,313 43,741 14,940 43,201 7,651
from Federal Government 31,328 11,032 1,935 5,219 1,636
from State Government 46,777 5,729 1,287 18,304 159
from Own Sources*” 125,512 25,074 11,696 18,838 5,186
percent of Revenwe Comprised ’
by State Aid 22,8% 13.1% 8.6% 42,3% 2,00
NEB ND o sD
Revenue, Total 4,909 8,969 152,326 7,328
fram Federal Goverrment ‘ 813 1,646 16,318 1,012
from State Goverrment 252 1,298 44,952 7
from Own Sources** 3,796 5,885 90,29 6,155
percent of Revenue Comprised . '
by State Aid 5.1% 14.4% 29.5% 1.0%

*per Bureau of the Census

*eprimarily from property taxes

(43
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" Table 6. State intergovernmental Expenditure, by Function, by Type of Receiving
Government, by State: 1977
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~ Table 6. State Intergovernmental Expenditure, by Function, by Type of Receiving
Government, by State: 1 1977—Continued
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Table 6. State Intergovernmental Expenditure, by Function, by Type of Receiving
Government, by State: 1977—Continued
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Table 6. State Imtergovernmental Expenditure, by Function, by Type of Recelving
Government, by State: 1977—Continued
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Senator DURENBERGER. Thank you.

- Senator BrabLey. Thank you very much, Mr. Butterfield, for

~your testimony.

* Mr. BurterrieLp. Thank you, Mr. Chairman.

Senator BrRADLEY. Our next group of witnesses is a panel on

behalf of the U.S. Conference of Mayors and the National League

~of Cities. The Honorable Richard Carver, mayor-of Peoria, Ill. and

president of the U.S. Conference of Mayors and Jessie M. Rattley,

councilwoman, Newport News, Va. and president of the National

- League of Cities.

I would like to welcome you both to the hearing and remind you

- that we have a 10-minute rule for your presentation and urge you

- to use that fully.

Before you begin—and you may proceed in any order that you

-would choose—Senator Byrd, who is a member of this committee,
anted me to express that he is sorry that he is not here, but he is

pleased that you are here, Ms. Rattley.

Ms. RarrLEYy. Thank you.

STATEMENT BY JESSIE RATTLEY, PRESIDENT, NATIONAL
LEAGUE OF CITIES

Ms. RarrLey. Mr. Chairman and members of the committee, 1
m Councilwoman Jessie M. Rattley of Newport News, Va. and
resident of the National League of Cities. Appearing before con-
gressional committees is not a new experience for me, having had
he honor several times in the years I have served in leadership
positions for NLC.

‘But my testimony has seldom been as important as this one
oday, for I am seeking your support in reenacting the single most
“important program to the Nation's cities. Furthermore, I am cer-
tain I speak fully on this issue for the 15,000 cities that NLC
represents.

I want to express our appreciation to you, Senator Bradley, for
moving expeditiously to hold these hearings. As you know, there is
_relatively little time until this program expires.

Over the nearly 8 years GRS has been helping State and local
overnments provide vital service needs, it has proven itself to be
ne of the most successful of all Federal programs. Its predictabi-
ity of funding on a multiyear basis has permitted officials to plan
its use wisely without fears of sudden termination of funds.

Its flexibility in spending the funds gives elected officials the
-opportunity to use the funds for locally determined priorities. The
‘program operates without our having to resort to grantsmanship
and becoming entangled in endless regulations and redtape, even
-though GRS has strong civil rights, citizen participation, and audit
requirements.

* The program has been a winner from the Federal side, too. This
.program that dispenses nearly $7 billion annually is administered
efficiently by only about 200 Federal employees at a cost of ap-
‘proximately one-tenth of 1 percent of total program funds.

Even though GRS has these desirable qualities going for it, we
know that its continuation is in jeopardy. However, we are quite
prepared to defend this program in the midst of Federal budget
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pressures. Let me state more specifically what this program means
to cities.

In a survey conducted last summer, NLC learned that, despite
the ravages of inflation over the years, GRS still represents an
average of 12 percent of the budgets of the nearly 5,000 cities that
responded. Although GRS is important to cities of all sizes, it is
‘most significant to our small cities, those of less than 25,000 popu-
lation. These funds represent about 14 percent of their budgets,
and for nearly two-thirds of them—63 percent—GRS represents the
only direct Federal funding they receive.

" This program was criticized in its early years by those who felt

that too much money was spent for hardware. Our survey indicates
that expenditures are now almost evenly split between operating
expenses and capital items. In other words, a loss of funds would
~ mean serious cuts in services, such as police and fire protection,
that cannot be put off until next year.

We also asked officials to tell us in that survey what they would
do should GRS funds be lost to their budgets. Theé results were not
surprising. For cities under 50,000 population, 63 percent said they
would have no alternative but to increase taxes and service fees or
reduce services, or both. That figure climbs to 70 percent for cities
over 50,000.

We know that the President and the Members of Congress are
vigorously searching for ways to slow down the rate of inflation.
We all want to see our citizens’ dollars buy as much tomorrow as
they do today. But city budgets have been as hard hit by inflation
as family budgets. The cost of Government services continues to
~ rise while, in addition, cities must undertake new activities, such
as assuring safe drinking water and providing access to services for
the handicapped, without any reimbursement whatsoever for the
cost of doing so.

If these fiscal problems weren’t enough, we are now facing a
erisis in the credit markets. Municipal bond rates that were 6 or 7
percent a few short weeks ago are now 8 to 9 percent, or higher.
Cities are also reporting instances of bond issues in which not a
single bid has been received.

For the local elected official faced with a skyrocketing budget
ﬂushed by inflation, continued demands for services, increasingly

ostile citizens who want their tax bills slashed, and now the
evaporation of the bond market, there is no place to turn for help.

I have spoken of what general revenue sharing means for cities.
Now let me address the specifics of renewal proposals made by the
President and others.

I will say first that we at NLC are deeply grateful to President
Carter for his support of this program and his call to the Congress
to continue it. We know that decision was a difficult one for him
given the demands to fund other programs, but we know that he
will not regret having made this choice.

The President has proposed the reenactment of GRS for b years
on an entitlement basis. I want to emphasize that word ‘“‘entitle-
ment.” Even though the jargon of the Federal budget process is
often a mystery to officials outside Washington, D.C., we know full
well the significance of that term.
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We feel strongly that GRS should be an entitlement program so
-that local officials know in advance for budget planning purposes
how much money they will be receiving. Prudent financial plan-
ning at the local level is not possible if we are subject to the
ncertainties of the annual appropriations process. Last year, for
“example, most local governments would not have known whether
‘they would receive GRS funds until 6 months after their fiscal
“years had begun. For the same reasons, we also think it important
“that the program be extended for at least 4 years and are quite
pleased that the President has asked for a 5-year extension.
- 'The President’s bill does not change the three primary factors
.used in determining the distribution of funds: population, inverse
per capita income, and tax effort. Several research studies and the
;egtlof time show that this formula, quite simply, allocates money
airly.

The proposal, however, does call for five changes in what we
refer to as those factors at the margins, the three present mini-
mum and maximum constraints plus two new ones.

We have not had access to data that would show the full impact
‘of these changes and so we are unable to give you a firm opinion
on all of the proposed changes at this time. We will do so as soon
-as possible.

However, we do want to express our support for raising the cap
on funding for individual communities from 145 percent to 175
percent of the statewide per capita average of GRS funds. NLC
‘asked for this increase in the cap at the time of the last renewal,
and we are requesting it once again.

It is unfair that a city that otherwise would qualify for a certain

“amount of revenue sharing funds because of large numbers of poor
‘persons in its population, plus a relatively high tax burden, to have
-its allocation limited arbitrarily by the 145-percent cap. The pro-
posed increase to 175 percent is a reasonable change.
. There is a misconception about this formula change. Many think
‘that this is just a way for big cities to obtain more money. The fact
is that numerous small and medium-sized cities are also currently
-constrained by the 145-percent cap. The common characteristics of
local governments that gain from this change are ones with rela-
;ively high poverty and high tax effort. Population size is not a key
actor.

The President has asked that GRS be continued at its current

dollar level, $6.85 billion, for the term of the extension. We must
separate ourselves from the President’s position on this issue.
As you have heard here today, the purchasing power of the
‘revenue sharing program has declined by 40 percent since its ini-
tial enactment in 1972, including the increases it received in the
early years of the program. We will very soon reach the point at
which the value of this program has been halved. -

Many Federal programs are regularly indexed for inflation. We
are not asking for a cost of living increase for GRS; that would be
irresponsible during the inflation-ridden economy we have now. We
believe, however, that the pro%ram should be given a prudent
increase to help compensate local governments for inflation.

You may think it quite presumptuous on our part to be asking
for increased funding at a time when Federal fiscal pressures have
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never been greater. But we believe an increase is justified for the
following reasons:

First, as I have alread{ pointed out, inflation has taken its toll
on this program and loca government budgets. Second, an increase
would help iron out adverse consequences of any formula changes
made. The net shift in dollars resulting in formula changes, and
subsequent reductions in funding to some recipients, can be nearly
offsetqby a dollar-for-dollar increase in funding.

For the President’s five proposed changes, this offset would
amount to less than $200 million. An increase in funding, coupled
with the proposed formula changes, would help needy jurisdictions
without hurting those places that have come to rely on the funds.

At issue this past year, and what will undoubtedly be the subject
of controversy this year, is the role of the States in the program.
NLC supports continued participation of State governments in this
program. -

As I have listened to the swirling debate involving the State role,
and particularly the argument for dropping the States from the
program, I am struck by the ignorance of the intergovernmental
nature of our system of government. We speak of the Federal
Government, State governments, counties, cities, schools and so
forth as if each were an isolated, independent outpost on a distant
frontier. They are not.

All governments in this country share the same taxpayers; they
must and should share fiscal resources. It is obvious to me that our
levels of government are so interdependent that an action taken at
one level impacts directly on other levels.

State governments currently provide substantial support for local
governments. Cuts in the State share of GRS will undoubtedly
affect aid to local government. Yes, States may not be giving their
GRS funds to help me balance m budget in Newport News; but
they give money to support schools, mental health programs, and
so forth that benefit my citizens and those of all cities.

To summarize, Mr. Chairman, let me stress these points. One,
GRS is a proven-program that helps not only city budgets but the
basic services and activities, for public safety, social services and
capital improvements, that cig' government provides.

Two, GRS should be extended on an entitlement basis for both
State and local governments. Any reduction in either the State or
log:%l s}l:are will result in a reduction of services, or in tax increases,
or both.

Three, Congress should consider a modest increase in GRS fund-
ing over the extension period to help compensate cities for past
inflation and to protect against future losses of purchasing power.

Mr. Chairman, we would like to submit for the record NLC's
general revenue sharing survey, which we believe you will find
very informative.

Thank you. . R

Senator BraprLEy. Thank you.

(The information referred to follows:]
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NATIONAL GRS SURVEY TOTALS

Number of responding states {4788 cities)

Rate of response (percentage of surveyed cities
which completed the guestionnaire)

Percentage of cities with fiscal

y years other than July-June

GRS as a percentage of municipal revenues
for all surveyed cities

- cities with a population of 0-24,999

- cities with a population of 25,000~ $9,999
~ cities with a population of 50,000-249,999
~ cities with a population of 250,000+

Percentage of all cities receiving no federal funds
cther than GRS

- cities with a population of 0-24,999
- cities with a population of 25,000-49,999
- cities with a population of 50,000+

Percentage of cities receiving a pass through
of GRS funds from the county (227 cities $7,012,414)

Percentage of cities receiving a pass through
of GRS funds from the state {470 cities $10,653,486)

Percentage of cities having problems with the
GRS allocation formula {542 cities)

Percentage of cities having problems with the
GRS auditing and accounting requirements

- cities with a population of 0-49,999
~ cities with a population of 50,000+

Percentage of cities having problems with the
GRS civil rights requirements

- cities with a population of 0-49,999
- cities with a population of 50,000+

Percentage of GRS funds used for operating
costs

- cities with a population of 0-24,999

-~ cities with a population of 25,000~ 49,999
= cities with a population of 50,000-249,999
-~ cities with a population of 250,000+

34

39.0%

48.0%

12.0%

14.0%
9.0%
11.0%
3.0%

6h.7%
63.3%

10.2%
13.2%

.53

w

12.0%

12. 4%

19.3%
27.33%

9.5%
23.2%

51.7%

49.73%
51.1%
69.0%
30.9%

{p.2)
(p.2)

(p.4)

{p.6)

{p.8)
{p.10)

{p.12}

(p.14)

(p.16}

(p.18)



42

_Percentage of GRS funds used for capital

expenditures 44.5% (p.20)

- cities with a population of 0-24,999 46.3%

- cities with a population of 25,000~ 49,999 51.1%

- cities with a population of $0,000-249,999 27.2%

- cities with a population of 250,000+ 20.4%
Average number of citizens at GRS planned-use

hearings 12.8 (p.22)
Total lay-offs likely to result from termination

of the GRS program : 15,468 (p.24)
Likely statewide average increase in local property 34,2 (p.26)

tax rate if the GRS program is terminated 3.3 nalls

Probable municipal actions which would be necessitated
by the termination of the GRS program:

0-49,999 (p.28) 50,000+ {p-30)

a. increase taxes 23.7% 19.2%
b. increase service fces 3.6% 0.5%
c. reduce capital outlays 18.3% 15.0%
d. reduce maintenance expenditures 11.4% 11.2%
e. increase taxes and/or service -

fees and reduce services 16. 1% 50.0%
f. use surplus funds - 2.5% 0.9%
g. increase debt 1.9% 0.5%
h. others 2.5% 2.8%

preferred municipal uses for GRS funds should congress
restrict usage to specific purposes:.

0-49,999 (p.30) 50,000+ (p.34)

a. administration 5.6% 3.3%
b. enployment training 2.0% ot

¢. environment 4.2% 3.8%
d. housing and community development 3.5% S.7%
e. human resources 1.0% 0.5%
f. public safety 38.2% 54.7%
g. public works - 35.0% 28.3%
h. recreation and parks 5.3% 1.4%

i. transportation §.9% 3.3%
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Ms. RATTLEY. Originally when I met with the President on behalf
of the National League of Cities, I requested a $500 million in-
- crease. That was not really adequate to take care of inflation, but
-~ the emphasis is to dramatize the need for additional funds in the

. allocation.
- Senator BrabLEY. Very good. Thank you.
Mayor Carver?

- STATEMENT OF HON. RICHARD CARVER, MAYOR, PEORIA, ILL.,
AND PRESIDENT, U.S. CONFERENCE OF MAYORS

Mayor Carver: Thank you, Senator.

.. 1 appreciate very much the opportunity to appear before you and

. Senator Durenberger and to bring to you my testimony as Presi-

dent of the U.S. Conference of Mayors. I am going to attempt to

_read a portion of my statement and possibly summarize other

. ‘portions to allow an opportunity for questions. The general revenue

sharing program has been one of the most efficient, least bureau-

" cratic and most flexible Federal grant programs ever enacted. As a

result, the program is widely and warmly endorsed by mayors and

other elected officials around the Nation. The administrative costs

and burdens associated with the revenue sharing program are mi-

nuscule compared with other Federal programs. I think the fact

“that less than 100 Federal employees are required to run a $6.85

‘ billion program offers strong testimony to the program’s merit.

- The remaining portion of my testimony will go on to reinforce

~'many of the points that have been brought out by the president of

: the League of Cities, indicating the strength of the decentralization

- of the program, the local flexibility it offers to the various commu-

“nities and other municipal governments to participate and, quite

- honestly, the importance that it plays in the budgets of the cities

. across this country.

- And I do think it is extraordinarily important to continue to

_ reemphasize that this flexibility, in fact, has allowed these Federal

dollars to probably play a greater role of importance than any

.other single program that has been adopted by the Federal Govern-

~-ment, and has offered a way in which, each individual community

is able to tailor to its own-needs the utilization of these shared
funds from the Federal Government.

- There are two compelling arguments that I would like to read
from my written testimony because they do strike to the very heart
of important issues. There is a great deal of discussion rigﬁt now

- about inflation. I share that. I suspect every man in this country

- shares that.

~ Inflation, unfortunately, probably robs local governments of

more within our own individual budgets than any outside assist-
nce that we might receive, so as a result, I am not suggesting, in

~this particular reenactment that there be an increase. We would

-all like to see it happen. We would like to see some type of

- indexation or a variety of other things, but we recognize the hard

- realities.

- We further recognize there are potential proposals related to the

share that goes to the States. We would not support that reduction,

“because we do think that, with rare exceptions, those funds flow

- back into our communities and provide very effective service.
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I would want to underscore that in our particular situation, we
do not feel that given the current problems with which the Con-
gress and the country are confronted that a request for expanded
_ funding in this area would really be justified.

But, beyond that, I would like to cite two other points and, in
many ways, simply to reemphasize points which already have been
 made by Mrs. Rattley.

First, revenue sharing funds are used primarily for basic, local
“gervices. According (o studies conducted by the Brookings Institu-
“tion and the Institute for Social Research at the University of
- Michigan, the leading uses of revenue sharing funds by municipal-
ities are for police and fire services, transportation services—in-
cluding street repair—environmental protection efforts, public rec-
reation facilities and libraries. General revenue sharing funds rep-
resent over 4 percent of the total general revenue of local govern-
" ments and nearly 7 percent of cities own-source revenues. Thus, it

seems clear to me that Congressional failure to renew revenue
sharing at its current level would result in sharp cuts in funda-
mental city services.

Second, there has been much discussion in the past about the
" need to target Federal money to where the need is greatest. Target-
ing was one of the basic tenets of the President’s urban policy. As
you know, the revenue sharing formula takes into account the tax
effort and per capita income of a jurisdiction in determining its
allocation. As a result of the way the revenue sharing formula has
been designed, revenue sharing is more successful than many other
Federal grant programs in distributing funds according to need.
" Mr. Chairman, in summary, I urge the committee to take favora-

ble action to renew the revenue sharing program quickly. The
Conference of Mayors believes the $6.9 billion level proposed by the
administration in its fiscal year 198] pudget represents the mini-
~ mum amount which is needed. A more responsible course of action
would be to index the program to the inflation rate, so as to keep
the value of the program dollars constant.

Thank you for this opportunity to express the views of the Con-
ference of Mayors on a vitally important urban program, and we
look forward to working with you in the future.

Senator BRADLEY. Thank you very much, Mayor Carver.

Could each of you tell me what difference revenue sharing has
made in the functioning of your own cities in the last 8 years?

Mr. CARVER. General revenue sharing has enabled us to try to
maintain some type of 2 handle on the real estate property tax in
our city which otherwise would have been dramatically higher
than it is.

We are a central city and one of the great problems we deal with
is providing services for those who do not live in our community
and because of this fact, our real estate property tax is actually
higher than some of the surrounding communities.

General revenue sharing has granted us the ability to provide
the full range of needed services without having to either further
exacerbate that problem by raising the real estate property tax
even further. Moreover, in some instances it would not have been
possible to raise taxes because of State statutory requirements.
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It also has given us an -opportunity to target back into our
neighborhoods some very specific programs. One of the major uses
that we have used for revenue sharing is in street repair and street
maintenance and to assist many of our older neighborhoods, areas
where it would have been totally impossible otherwise.

- Some of the early efforts in this regard, I think, are in part
responsible for the tremendous success my community has enjoyed
{ln reversing the blight that has gorie into many of our neighbor-

oods.

I think in the absence of general revenue sharing that the condi-
tion of many of the neighborhoods in my State would not be what
they are today, which are dramatically better than they otherwise
would have been. )

I would like to make one last point because my city is not
necessarily typical of every city.

The ability in many of the cities across this country to maintain
a very minimum level of the important services of police and fire
and public works might not have been possible in the absence of
general revenue sharing and I might equally say may not be possi-
ble if general revenue sharing is not reenacted.

Senator BrabLEy. Could you tell me what is the State sales tax
in Illinois? R

Mayor Carver: The State sales tax in Illinois is 5 percent, 4
percent to the States, 1 percent returned to the cities.

Senator BRADLEY. To all jurisdictions?

Mayor CArvER. Cities and counties, Senator. The cities and coun-
ties must enact, and to my knowledge, all of them have, the 1
percent in order to actually receive it but, as a practical matter,
they do in Hlinois.

Senator BRADLEY. What is the State income tax in Illinois?

Mayor Carver. I will not try to speculate. It is 2.5 percent on

personal income, a 3-to-5 ratio between personal and corporate, so
my guess is it would make it 4. something for corporate. I am not
exactly sure.
Senator BrabpLEY. What is the State budget surplus in Illinois?
Mayor CARVER. I am told at this point in time by the most recent
estimate that it is approximately $493 million out of a budget that
the Governor presented yesterday of $13 billion and I might fur-
ther add, the Governor stated in his budget message that in the
absence of the reenactment of general revenue sharing, there most
likely will be a deficit, and I think he also added—although I am
not absolutely sure of this—that given the current revenue projec-
tions, because of the potential of a recession in combination with
the increased expenditures that would be mandated because of
higher unemployment and a variety of other costs, there may, in
fact, not be a surplus in Illinois.

Senator BRADLEY. Is Illinois constitutionally mandated to have a
balanced budget? : -

Mayor CARVER. Yes, sir, as are the cities and all of the units of
local government.

Senator BRADLEY. So that you have about 5 percent, or less than
5 percent, right?

Mayor CARVER. Less than that, yes, sir.

62-376 0 - 80 - 4§
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Again, I am not the comptroller of Illinois. I am giving you what
1 have read—less than 4 percent.
Senator BRADLEY. Are you generally in favor of more targetting
of revenue sharing dollars, more than in the present formula?
~ Mayor CArver. No, sir. I would prefer to see it stay exactly the
way it is because I think it gives each community an opportunity
to target on its own.
Long before there was any requirement for citizen participation,
and interestingly enough, I was selected mayor in the first year of
eneral revenue sharing, we began to hold public hearings and
gan to try as best we could to identify what our community was
?eeking from general revenue sharing and then target it in that
orm.
We have done that ever since.
We operate on a-multiyear basis for the allocation of general
revenue sharing, so many of the programs that we have undertak-
en were projected off into the future and in this instance, hopefully
beyond the current general revenue sharing program. In order to
complete some of the projects we have begun, it will be necessary
to have general revenue sharing reenacted.
Senator BRADLEY. Once again, could you tell me of the State
share in Illinois, how much of that is returned to the cities?
Mayor CARVER. One hundred percent of the State share goes into
the school aid formula for schools. Schools are an independent
entity in Illinois but obviously all other funds come off the real
estate property tax of the city, so, in my opinion, 100 percent, 100
cents on the dollar, is returned to the local community.
Senator BrapLEY. Thank you.
Senator Durenberger?
Senator DURENBERGER. I want to take about a minute of my time
to read a very impressive part of Ms. Rattley’s presentation that is
particularly appealing to me and this is her quote:

As I have listened to the swirling debate involving the State role and particularly
the argument for dropping the States from the program, I am struck by the
ignorance of the intergovernmental nature of our system of government.

We speak of the Federal Government, State government, counties, cities, schools
and so forth as if each were an isolated independent outpost on a distant frontier.
They are not. All governments of this country share the same taxpayers. They
must, and should, share fiscal resources. It is obvious to me that our levels of

government are so interdependent that an action taken at one level impacts on all
other levels.

I love that statement. It so succinctly States what we are about,
and I think it is fortification for the testimony that both of you
have given very well on behalf of your constituencies.

The issue of State revenue sharing, fiscal disparities which you
talked to, mayor, I think all of those issues are. wrapped up in that
statement and I come from a State in which I think about 75
percent, or 4 percent sales tax, is shared by local government, a
substantial part of 12.5 percent personal income tax and 17 percent
corporate income tax is shared with local government and the issue
of the interrelationship between Federal revenue sharing and State
revenue sharing, I think, is crucial.

So I would like to ask each of you the question that I asked the
gentleman representing the National Association of Towns and
Townships whether or not your associations have done an analysis
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- of what the States are doing by way of sharing State-collected
- revenues with local government and whether that research, if
“done, could be made a part of this record.
~  Ms. RarrLEY. Yes, we have done some.

It is very difficult to classify it. In the State of Virginia, for
example, much of the revenue sharing money tie State receives is
returned to the city of Newport News in the form of school funds
for mental health and other programs. It is coming to the people
we serve, the people who live in my community, in the city of
Newport News, but not directly through to the city treasury.

We do have some figures that would give you a trend, if not the
specific information you are seeking, as to the total number of
dollars and we will be glad to share it with you.

. Senator DURENBERGER. Thank you.
[The following was subsquently supplied for the record:]
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NATIONAL GRS SURVEY TOTALS

Number of responding states (6133 cities)

pate of response (percentage of surveyed cities
which completed the questionnaire)

percentage of cities with fiscal years other
than July-June

GRS as a percentage of municipal revenues for
all surveyed cities )

cities with a population of 0-24,999

cities with a population of 25,000~ 49,999

cities with a population of 50,000-249,999

cities with a population of 250,000+

Percentage of all cities receiving no federal funds
other than GRS

- cities with a population of 0-24,999
- cities with a population of 25,000-49,999
- cities with a population of 50,000+

Percentage of cities receiving a pass through of
GRS funds from the county
(232 cities out of 4454 responding received $7,076,316)

Percentage of cities receiving a pass through of GRS
funds from the state
(475 cities out of 4283 responding received $10,934,799)

Percentage of cities having problems with the GRS
allocation formula (627 out of 4163)

Percentage of cities having problems with the GRS
auditing and accounting requirewents

- cities with a population of 0-49,999 {887 out of 4574)
- cities with a population of 50,000+ {57 out of 209)

Percentage of cities having problems with the GRS
civil rights requirements

- cities with a population of 0-49,999 (434 out of 4556)
- cities with a population of 50,000+ (S0 out of 216)

Percentage of GRS funds used for

- operating expenditures
- capital expenditures

36

47.2%

47.2%

12.2%

12.8%
8.0%
10.8%
3.5%

65.4%
70.0%

44.8%
13.2%

(p.2)

(p.2)

(p.4)

(p.6)

5.2% (p.8)

11.0%

13.8%

19.3%
27.3%

9.3%
23.2%

51.7%
44.5%

(p.10)

(p. 12}

{p.14)

(p.16)
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Average number of citizens at GRS planned-use
hearings

Total lay-offs likely to result from termination
of the GRS program (not all cities were able
to respond to this question)

Likely statewide average increase in local property
tax rate if the GRS program is terninated (not
all cities were able to respond to this question)

1670 out of 6133 gave percentage increase
2666 out of 6133 gave millage increase

Probable municipal actions which would be
necessitated by the termination of the GRS program:

0-49,999 (p.28)

a. increase taxes 23.5%
b. increase service fees 3.0%
c. reduce capital outlays 18.7%
d. reduce maintenance expenditures 11.1%
e. increase taxes and/or service

fees and reduce services 35,.9%
f. use surplus funds 2,5%
g. increase debt 1.9%
h. others 2.5%

Preferred municipal uses for GRS funds should Congress
restrict usage to specific purposes:

-0-49,999 (p.32)

a. administration 5.6%
b. employment training 1.9%
€. environment 4.3%
d. housing and community development 3.7%
e. human resources 1.0%
f. public safety 38.1%
g. public works 35.0%
h. recreation and parks 5.3%

i. transportation 4,83

12,9 (p.22)

15,538 (p.24)

39.2% (p.26)
3.3 mills

50,000+ (p.30)

18.3%

0.4%
15.2%
11.2%

50.6%
0.8%
0.4%
2.6%

50,000+ (p.34)

3.1%
0%
2.7%
5.4%
0.4%
54.7¢
28.9%
1.3%
3.1
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Mayor CARVER. Senator, I am a member of the Advisory Commis-
sion on Intergovernmental Relations. They do have the data on
" that. I am sure we will be happy to see that you receive it. I think
Mrs. Rattley makes an excellent point, though, that in many in-
stances it is very hard to trace exactly how those funds get back to
the cities.

One: thing that I would like to stress, because unfortunately, on
occasion it does come up to argue against State participation, is the
amount of surplus that some of the States have, and the unfortu-
nate aspect of that is that the pension surpluses are included in
those numbers, and I would like to suggest that if research were
done—and I do not know the answer to this number—if research
were done, you would discover that the unfunded liabilities cur-
rently confronting most of the pension programs across this Nation
would show that there is, in fact, no surplus either in the totalit
of the States and most likely in any individual State as well.

So I think that oftentimes we are quick to use numbers, if, in
fact some—and I hope very few—want to argue the case against
the States, but in the analysis of those numbers, I would like to
underscore that they discover that, as a practical matter, those
surpluses are not there and they certainly are not there to help the
units of local governments in the individual States.

Senator DURENBERGER. Thank you. I appreciate that point..

Do I understand the testimony from each of you to the effect
that you would be most comfortable given all the facts of political
and economic life today, to see a reauthorization of the existing
program without major changes in the authorization?

- Ms. RATTLEY. Yes.

Mayor CARVER. Yes.

Senator DURENBERGER. One thing I am not_quite clear on is
whether or not you favor a 4-year extension or 5-year extension as
proposed by President Carter, although I must say unless you have
talked to him lately, we really do not know where he is at.

Ms. Ra1TLEY. We support a 5-year extension.
Mayor CArRVER. We prefer 4, Senator.

Senator DURENBERGER. Thank you very much.
Mayor CARVER. Thank you, sir.

(The prepared statement of Mr. Carver follows:]

StateMENT oF HoN. RicHarD E CARVER, PRESIDENT OF THE U.S. CONFERENCE OF
MAYORS AND MAYOR oF PEORIA, ILL.

Mr. Chairman, Members of the Committee, I am Richard Carver, President of The
U.S. Conference of Mayors and Mayor of Peoria, Illinois. Thank you for this oppor-
tunity to testify today on the renewal of general revenue sharing—a program of
critical importance to cities around the country.

The general revenue sharing program has been one of the most efficient, least
bureaucratic and most flexible federal grant programs ever enacted. As a result, the
program is widely and warmly endorsed by Mayors and other elected officials
around the nation. The administrative costs and burdens associated with the reve-
nue sharing program are minuscule compared with other federal programs. I think
the fact that only 82 federal employecs are required to run a $6.85 billion program
offers strong tatimonﬁ' to the program’s merit.

Moreover, as you know, a key feature of the revenue sharing program is its
flexibility, allowing local citizens and officials o decide how revenue sharing dollars
should be spent, in line with local priorities and objectives. I believe this decentral-
ization of decision-making has been a healthy development in our federal system of
government.
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. The Conference of Mayors has long been on record in support of the renewal of

general revenue sharing with annual adjustments for inflation. Inflation imposes a
heavy burden on local governments, since local budgets are composed alinost entire-
ly of inflation-sensitive items—wages and fringe benefits. energy costs, construction
costs and so on. Yet, while local costs have been escalating rapidly because of
inflation, real federal grants-in-aid have recently declined. Moreover, revenue shar-
" ing and other block grants have been declining as a percentage of total federal
assistance to state and local governments. As you know, revenue sharing has been
held at the same dollar levels since fiscal year 1977. As a result, the purchasing
power of revenue sharing dollars will decline by over 50 percent from fiscal year
1977 through the end of fiscal year 1981.

While we support the President’s decision to seek renewal of the revenue sharing
program at its current level of $6.9 billion, we would normally support a more
reasonable course of action to adjust the program annually so as to compensate for
inflation. However, at this point, in order to assist in the overall fight on inflation,
" we would not oppose the President’s proposal.

We are aware that the general revenue sharing program, especially the one-third
state share of the program, is vulnerable in a budget-cutting year. However, the
Conference of Mayois strongly believes that the revenue sharing program should be
spared any cuts. If the revenue shaing program is slashed by one-third, as has besn
proposed by some members of Congress and Administration officials, state and local
governments will be forced to layoff workers, cut important services and raise
property and sales taxes significantly. Such actions would exacerbate inflation,
prolong and deepen a future recession, and lessen the progressivity of the overall
" tax structure.

Such tax increases and employee layoffs are likely to result whether the one-
third, $2.3 billion cut is borne exclusively by the state or borne by all levels of
government. The Conference of Mayors believes that any cut in local revenue
sharing allocations would have a disastrovs impact on local governments. Yet even
if the reduction is made solely at the expense of state governments, many local
governments will suffer because of the likely resulting cutbacks in the assistance
they receive from states. Our best estimate is that up to 40 percent of total state
revenue sharing funds are passed through to local governments and school districts.

The effect of a revenue sharing cut on the economy should also be weighed.
According to the Treasury Department, the revenue sharing program accounts for
about 350,000 jobs in the public and private sectors. Thus, a reduction of $2.3 billion
" in the revenue sharing program would translate fairly quickly into a major job loss
for the economy—possibly just at the point the economy is sliding into a recession.

There are two other compelling arguments for revenue sharing renewal which I
would like to mention.

First, revenue sharing funds are used primarily for basic local services. According
-to studies conducted by the Brookings Institution and the Institute for Social Re-
search at the University of Michigan, the leading uses of revenue sharing funds by
municipalities are for police and fire services, transportation services (including
street repair), environmental protection efforts, public recreation facilities and li-
braries. General revenue sharing funds represent over 4 percent of the total general
revenue of local governments and nearly 7 percent of cities own-source revenues.
Thus, it seems clear to me that Congressional failure to renew revenue sharing at
its current level would result in sharp cuts in fundamental city services.

Secondly, there has been much discussion in the past about the need to target
federal money to where the need is greatest. Targeting was one of the basic lenets
of the President’s urban policy. As you know, the revenue sharing formula takes
\rlllto account the tax effort and per capita income of a jurisdiction in determining its
. allocation.
~ As a result of the way the revenue sharing formula has been designed, revenue

sharing is more successful than many other federal grant programs in distributing
funds according to need.

Mr. Chairman, in summary, I urge the Committee to take favorable action to
renew the revenue sharing program quickly. The Conference of Mayors believes the
~ $6.9 billion level proposed by the Administration ir its fiscal year 1981 budget
 represents the minimum amount which is needed. A more responsible course of
" action would be to index the program to the inflation rate, so as to keep the value of
the program dollars constant.
~ Thank you for this opportunity to express the views of the Conference of Mayors

g{l\ af vitally important urban program, and we look forward to working with you in

e future.




52

Senator DURENBERGER. Our next witness is Hon. Sanford Cloud,
" Jr., State senator from Connecticut, who will be testifying on
behalf of the National Conference of State Legislatures.
Welcome. You have been here long enough to understand the
time rules and so forth. We appreciate very much your being here
on behalf of the Conference of State Legislatures. .

STATEMENT OF HON. SANFORD CLOUD, JR., A STATE SENATOR
’ FROM THE STATE OF CONNECTICUT

Mr. CLoup. Thank you very much, Senator Durenberger. I want
to thank the chairman, and you, Senator, for allowing us to come
before the subcommittee to testify. -

I am Sanford Cloud and I am a member in the Connecticut State
Senate from the city of Hartford and a member of the National
Conference of State Legislatures and I am appearing on behalf of
the National Conference, the official representative of the Nation’s
7,500 State legislatures.

We would like to thank the committee for the opportunity to
begin discussion on what is the most important intergovernmental
issue of the coming year, general revenue sharing. We praise Sena-
tor Bradley and this subcommittee for realizing that reauthoriza-
tion of general revenue sharing is a priority for early action.

States are now acting on budgets for the coming fiscal year and
in many States for the next 2 years. It will be essential if States
and localities are to budget effectively that action be taken on the
reauthorization of general revenue sharing as early as possible.

General revenue sharing is NCSL's top priority in the Federal
 budget. You may ask how I can come before you and promote a

specific program when it is well known that resources are limited
and many so-called uncontrollable costs are going through the roof.
Let me explain the concerns uppermost in our minds as we devel-
oped our policy of support for this program.

Several important concerns guided the development of this
policy. International events, the economic condition of the country
congressional actions of the fiscal year 1980 budget and increased
demands. for reduced Federal spending have combined to add new
urgency to spending decisions.

Due in large measure to skyrocketing energy costs, every citizen
and every level of government has had to cope with the problems
of double-digit inflation. What the President’s fiscal year 1979
budget had forecast as 7.4 percent inflation was finally recorded as
13.2 percent—almost twice as high.

Last month’s figures indicate a current effective rate of 18.2
percent. There is no doubt in my mind and many other legislators
that inflation is our most pressing domestic problem. All program
costs have increased rapidly, and those indexed in any form have
shown dramatic increases.

In the area of energy costs alone, State legislatures have enacted
new and expensive programs to help those on fixed incomes to deal
with the significant increases in fuel prices.

My own State of Connecticut has just recently completed a spe-
cial session to deal with energy problems. The Congress has also
responded to the need, especially of low-income families.
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. Inflation raises the revenues of both State and Federal Govern-
ment. Federal revenues have risen $20 billion above projections for
:"the second budget resolution. But current Census Bureau figures
- show that State revenues in fiscal 1979 trailed the inflation rate.
. They rose 10.5 percent to $125.1 billion during an inflation rate of
13.2 percent to $44.9 billion and sales and gross receipts taxes were
up 12 percent to $39.5 billion. But revenue from motor fuel, alco-
holic beverage, and property levels rose only about 5 percent while
~ tobacco receipts fell 0.4 percent.
© Every major economic forecasting organization is predicting a
rapid decline in the health of the State and local government
sg%tor. Most of them see a deficit throughout fiscal year 1980 and
1981.

There is little that States can do in the face of a recession to
arrange for revenues onhand to cover shortfalls. Those States that
carry modest protective balances of 5 to T percent of expenditures
are labeled by some in Congress as having ‘“vast surpluses.”

. My own State of Connecticut had a surplus of 3 percent in 1978,
1979. We are only one of two States which do not have constitution-
al or statutory requirements to balance the budget, yet we are
"~ already running a level of bonded indebtedness equal to our annual
~ expenditure in the general fund.
.. We cannot finance deficits today. In fact, this session, and as a
“member of the appropriations committee of the Connecticut
~-Senate, I am here to be able to tell you that we are, indeed facing a
- deficit for the next fiscal year of approximately $150 million, with
- a need for us now to begin to take a look at cutting services and at
- the same time increasing taxes.
—-The mood of Congress is clearly moving toward budget restric-
-tions of some form. At such times, it is important thav we, as
" partners in the intergovernmental system, make a clear statement
~ of our priorities and our recommendations.
In our opinion, there can be no question that the reauthorization
- of general revenue sharing is the top priority of the National
‘.Conference of State Legislatures. There are a number of reasons
- that I think are persuasive.
One, the program is clearly the most efficient with administra-
“tive costs of 1%2 of 1 percent compared to an average administra-
- tion cost of 12 to 20 percent in categorical grants. An added effi-
= ciency is the ability to target the funds at the State or local level,
- insuring that they will be used to service the greatest need.
Two, the flexibility in the use of the funds allows us to respond

. a8 you and the Congress make decisions lowering funding levels in
_ various programs.

- -‘Revenue sharing dollars also give us limited resources in which
. to meet the costs of mandates that Federal legislation often en-
. forces upon us.

~ In all of the aid to State and local governments, revenue sharing
_is the only program which gives this needed flexibility. Nearly 500
" narrow categorical grants programs require limited uses and sepa-
- rate administrative procedures. Revenue sharing’s streamlining
- adds to this efficiency.
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Three, the program is very controllable. It has lost 40-percent of
its value to inflation since 1973, therefore, it cannot be blamed for
growing Federal costs.

Four, revenue sharing is the major intergovernmental coopera-
tive profg‘ram which has displayed the common goals of the various
levels of Government by providing necessary services to millions of
citizens. This cooperation and efficiency is a model to be copied, not
to be ended.

Five, revenue sharing funds have been used for education, for
social services, for supporting State and local pension liabilities, for
construction costs required by Federal Government and court man-
dates. Every study of the use of these funds has pointed up their
significant role in State and local budgets.

Let me also point out that studies have shown that 83 percent of
the uses of these States share are labor intensive, creating jobs for
tens of thousands of citizens.

In response to the proposed legislative approaches to the pro-
grams, let me briefly make the following points. The program must
be authorized as an entitlement to be sure that the uses of the
funds remain relevant to State and local budgeting processes. The
States have already utilized commissions to improve the structure
of the State and local finances. Rather than the restrictive and
intrusive arrangements being discussed, State legislatures should
be allowed to tailor their commissions to the needs and circum-
stances of their State, developing a working relationshig with the
localities such that any recommendations are more likely to be
passed as legislation.

We should strive to keep the programs administrative cost as low
as possible.

NCSL’s current policy calls for a ‘reauthorization of the present
program. Weview-any formula changes as to jeopardizing congres-
sional enactment of this essential program. Finally, we have
worked to make the Commission’s proposals acceptable as possible
to State legislatures. We have yet to see actual legislation and have
had no opportunity to modify cur policy.

There is little doubt that the conference would support an exten-
sion of the current program.

At this point, Senator, I would be glad to answer any questions
that you may have.

Senator DURENBERGER. Thank you very much, and your state-
ment, in full, which is very comprehensive, will be made a part of
the record.

Let me just ask you some rather simple questions.

I see in your testimony regarding the President’s orifinal propos-
al relative to the Commission, and so forth, that you do something
that makes sense, or your recommendation is something that
makes sense to me, and that is that legislatures have already taken
steps to create either in commission form or some other form, an
analysis of the utilization of revenue sharing funds and the impact
of those funds on intergovernmental financing, that those commis-
sions should be utilized instead of setting up something that is
dictated either by the Secretary of the Treasury or by a federally
mandated program, the general guidelines in effect were set out for
this intergovernmental analysis, and the States were permitted to
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use their own procedures for determining the facts and delivering
:information.

. Can you indicate what the States are already doing in the area
;&hgt g‘l’:he President proposes that these commissions should be
- doing? ,

:  Mr. CLoup. Yes, Senator.

;. There are several States which are in the process of setting up
‘gimilar commissions primarily because this issue of State and local
‘relationship is not a new issue. It has been one that has been on
he minds of the State legislators in particular and locally elected
fficials for some time.

The principal source of the discussions have been a greater share
f the State budget, and rightfully so.

 As an urban .advocate, I feel strongly that the local municipal-
-ities and towns should have the continuing increasing share of the
“State budget. Certainly the State of New Jersey for some time has
“had an intergovernmental commission dealing with State and local
. finances.

There are several other States that have long been involved in
“this particular effort.

> So I believe that there are commissions that have been in place
‘for the last several years, Senator. There are others that as a
“result of the President’s proposal are also in the process of being
‘set up, despite the fact that the President’s proposal has yet to
" come before the Congress in actual form. _

Senator DURENBERGER. Would it be your opinion that, given the
- political and economic. climate that, if we could reauthorize the
“current program for some specific period of time, that that would
be preferable to trying to make major changes in the existing
~authorization.

Mr. Croup. Yes, sir. As far as the NSCL policy is currently, we
do favor the-reauthorization of the program as it exists. At the
same time, I would suggest to you that I do believe that the
commission concept has some merit, if for no other reason, to
encourage States even more from an accountability point of view to
bﬁ sure that the towns and municipalities are getting their fair
share.

At the same time, the concept of how that commission should be

- set up, who should be on that commission, the timetable for the
_progress that is to be made, really should be left to the States.
e believe that we have been in this business a long time of
_setting up commissions. Our local elected officials and mayors in
- particular certainly have a very strong and influential lobby within
' the State legislatures today and we believe that we can, working
together, put the kind of commissions that are necessary to meet

some broad, national guidelines, in effect.

' Senator DURENBERGER. Given the timing of convening the State
legislatures, do you favor 4, 5, or some other year extension of this

prgfram?

r. Coup. We really have not taken a hard position on that
particular issue, Senator. I would suggest to you, though, that the

- 4-year reauthorization based on our recent experience, seems to be

_a situation where more influence could be impressed upon those
who are presently holding the highest elected office in the land as
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well as being able to determine whether the Presidential candi-
dates support our position with respect to general revenue sharing.

It would give us an opportunity to explore fully what those
positions are, whether it is the position of the President, or those
who are interested in running for that Office.

Senator DURENBERGER. Is the National Conference of State Legis-
latures doing an analgsis of the impact of decontrolled oil prices on
financing of State and local government in this country?

Mr. CLoup. Yes.

We are in the process of doing that study. I do not know exactly
the time by which that study will be completed, but certainly we
will keep you informed.

Senator DURENBERGER. I would just say if there is any possibility
that preliminary or other data and conclusions of the data could be
made available to us before we add on general revenue sharing
that we would appreciate that information and have it be made a
part of the record.

Mr. Croup. I would be glad to, Senator.

Senator DURENBERGER. | thank you on behalf of Senator Bradley
and the subcommittee.

Mr. Croup. Thank you.

[The study and prepared statement of Mr. Cloud follow. Oral
testimony continues on p. 67.]

STUDY AND PREPARED STATEMENT OF MR. CLoup

SEVERANCE TAXES

In the past decade, state severance tax policies have allowed the mineral rich
states to chart energy and natural resource development and to apportion revenues
between current and future needs. Severance taxes are those taxes which have a
“defined relationship to mineral (and timber) production and are imposed as a rate of
that production. In a 1978 USDA report, three basic types of severance taxes are
defined: (1) “true” severance taxes imposed on the actual act of severing the re-
source (usually expressed as a set amount per unit mined); (2) gross production or
income taxes imposed on total production or income; and (3) net production or
income taxes levied on net profit. States may also tax this kind of activity through
additional ad valorem property taxes or increased income taxes; these approaches,
however, are not treated in this article.

FORMULATING THE TAX

In designing severance taxes, policymakers face several key issues:

Which minerals or resources should be taxed. Factors to be considered are general
acceptance (e.g. oil and gas) and importance of the mineral to the economy of the
state.

Should various minerals be treated differently? For example, states usually treat
gas and oil production in statutes separate from mineral activity. Also, states
commonly use different tax bases for different minerals, with coal usually singled
out for special treatment.

What should the tax base be—actual production or the value of the resource?
Determination of value involves two factors: at what point of the production process
is the tax levied, and on what taxable value is the tax imposed?

Should the tax rate be formulated according to unit production, such as the coal
tonnage taxes in Alabama, Arkansas, Louisiana, Ohio, Oklahoma and Tennessee?
Or should the rate be a percentage of some defined taxable value, such as the gross
value tax on coal in Florida, Kentucky, Utah, West Virginia and Wyoming? Should
the rate be constant, or should it vary according to level of production, resource
quality, or market price?

Point of Imposition: The point at which a severance tax is imposed can cause
great variations in tax liability and is usually based on certain goals to be achieved
through imposition of the tax:
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(1) At point of severance. Such taxes are imposed to compensate the citizens of the
- state for the irretrievable loss of a nonrenewable resource (‘“natural heritage”
" argument).
(2) After benefication, but before actual sales. Such taxes are im on the
7" occupation of severing and processing and usually take the form of ad valorem
taxation.
(3) On net profits, after processing the sales. Such taxes are usually viewed as net
income tax. i
Taxable Value: In most cases, taxable value is defined as sales price or market
value. For most oil and gas taxes, wellhead price is the determinant of value. When
taxing minerals, states often allow deductions for transportation costs (New Mexico,
South Dakota and Utah); processing costs (Idaho, New Mexico, South Dakota, Utah
"> and Wyoming), and other taxes paid. In addition, smaller operations, particularly
7 for hard rock mining, are often exempt.

CURRENT APPROACHES

i According to the attached chart, twenty-seven states impose severance taxes on
" oil and natural gas production. Twelve states impose the tax on the gross value
- (usually wellhead price) of the oil and gas produced. Seven states tax oil and gas
according to unit production (barrels, cubic feet), and three tax according to market
value. Mississippi taxes oil on the greater of 6 cents/barrel or 6 cents gross value.
"Colorado taxes oil and gas according to gross income, and in California and Kansas,
* state agencies determine the tax.

Of the eighteen states which impose severance taxes on coal, nine states levy a
= production (cents per ton) tax. Six states tax coal on its gross value; only Idaho
- taxes net value. Montana uses a combination of taxing approaches, levying higher
- grade coal through either a tonnage tax or a tax based on mined price, whichever
’ fvroduces more revenue. Several states, such as Arizona, Montana, New Mexico and

oming allow local governments to impose production taxes.
enty states tax other minerals, including uranium, sulfur, molybdenum, taco-
nite, and gold and silver, in a variety of ways. Eight states levy production taxes;
seven states impose a tax on the gross value of the mineral. Idaho again imposes a
tax on the net value of such minerals, and South Dakota and Wisconsin impose a
net profits tax. Michigan levies a property tax based on level of production value.

Eighteen states impose a severance tax on timber. Although, in the strictest
_ sense, timber is a renewable resource, timber taxes are imposed as a “true’ sever-
—ance tax; in eight states they are levied at a flat rate/lumber produced. Five states
- tax timber on some basis of value, and Washington uses a combination of ap-

proaches. Maine and Missouri impose a forest lands tax as part of a general
property tax.

POLICY ISSUES

Today’s economic, environmental and energy problems bring policy issues raised
by severance taxation into sharp focus. For example, the need to diversify and
develop the nation’s energy resources must be balanced by the need for orderly and
environmentally sound resource development. Other issues include:

~ Treatment of severance lax revenues.—Policy-makers must accomodate a variety of

© needs when distributing these revenues. First, they need to assure taxpayers that

" monies will be held for future state needs after the resource is depleted. Many
states, including Colorado, Montana, New Mexico, North Dakota and Wyoming have

_established mineral tax trust funds and use only the interest from the investment of
these funds for current activities.

Local impact.—They must also address the “front-end” problem of local communi-
ties which cannot provide enough own-source revenue to meet demands of mineral
development, demands which are present before the actual mining. Montana re-
quires mining companies to pre-pay estimated property taxes as soon as develo,
ment activity begins. Kentucl\f- imposes a property tax on unmined coal. In addi-
tion, states such as Montana, North Dakota and Wyoming have established agencies
to funnel a certain percentage of severance tax revenues to impacted communities.

Tax burden.—In designing a severance tax, policy-makers must try to ascertain
tax burden. Is the resource utilized by out-of-state consumers, or w;?l, in-state tax-
payers eventually pay the bill? Does the tax fall on large and small producers in
proportion to their income or other measure of ability to pay?

Administrative burden.—How difficult is it to ascertain tax liability and collect it?
For example, a gross production tax may not be equitable as a net income tax, but it
is l";:émsuderably easier to establish liability and to audit information supplied by
producers.
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1 " STATE-BY-STATE SEVERANCE TAXES"

OTL AND NATURAL GAS CoAL

MINERALS ', TIMBER

STATE
Alabamo 8% of gross value for  13.5¢/ton mined 3¢/l0ng ton! (iron ore) Rates range from 12¢-
both 20¢ per 1000°* for Dige.
hardwood and others
Alaska 12.25% of gross value-- emme  eeess awm—n
011; 10% of qross
valye«-natural gas
Arizona ‘- 1) Imposes ad valorem 2.5% of gross value —m——
property taxes on value
of unmined coal
2) tmposes production
taxes at local level
only
Arkansas S on wells producing 2¢/short ton? Rate varies from 1¢- Pine: 75¢/1000°; all
more than 10 barrels/ 15¢/ton . others: 38¢/1000°
day; 4% +.5¢/barrel
for others; 3¢/1000
cudic feet for natural
qas.
California Rate setf annually by ~ eee=ee nenae 6% of harvest + 5%
State Department of for timber harvested
Conservation * from 4/1/77 through 1982
Colorado Rate ranges from 2-51 1) 60¢/ton after first 2,25% of qross income —even
of qross income 8000 tons of quarterly n excess of $11 million
production plus a 3%
excise tax on qross
receipts (coal used for
industrial purposes is
exempt)
2) Imposes property tax
on valye of unmined
coal
florida 8% of gross value of 5% of qross value 10% of qross value enene
011 5% of gross value (phosphate only); 52
of natural gas all other solid
minerals
FOOTNOTES : llonz ton = 2240 pounds

2shott ton = 2000 pounds

3,000° (as used throughout)
refers to 1000' board feet,
which equals the volume of
a board 12" x 12" x 1".

69




STATE

OIL AND NATURAL GAS

COAL

MINERALS

TIMBER

Georgia

.5¢/barrel of ofl;
.5¢/1000 cubic feet of
natural qas

vonse

1daho

.5¢/barrel of oil;
.5 mi11/1000 cubic feet
of natural gas

2% of net value

21 of net value

12.5% of value

Indiana

1% of gross value of
of!

Kansas

Nominal tax set by
State Board of Health

Xentucky

.5% of market value
of oil

1) 4.5% of gross value
2) Imposes property tax
on value of unmined coal

weean

Louisiana

12.5% of gross value
of ot1; 7¢/1000 cubic
feet of natural gas

10¢/short ton

$1.03/10ng ton--sulfuri
6¢/short ton--salt:
20¢/short ton==marble;
3¢/short ton--stone,
sand, gravel

2.25% of stumpage
market value excppt
S% for pulpwood

Maine

cecos

Forest lands tax
inclyded 1n general
property tax

Massachusetts

Classified forest
lands tax: BX of
stumpage value

Michigan

6.6% of gross value

PPYYYS

Property tax set by
S-year production
average X 2% value of
ore

Private reserves: 5%
stumpage tax; commere
cial forests: 15¢/
acre + annual stumpage
tax

Minnesota

4

Stumpage value is the value
of standing or uncut timber,

S

WPI refers to the Wholesale

Price Index.

Ranges from 15+15.5%
of value of production

102 of timber yield
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Mssissippi

The greater of 6¢/barrel
or 6% gross value of
oil; greater of 6% of
gross value or 3 mills/
cudfc foot for natural
gas

Range from 60-80¢/
1000° for pine and
hardwoods

‘

Missourt

canre

Forest land tax
included in general
property tax

Montana

2.1Z of gross of first
36000 gross value and
then 2,65% of gross
value of of} and
natural gas

1) varies with coal's
heating quality and is
greater of 12-40¢/ton
or 20~30% of FOB mine
price; and 5-12¢/ton
or 3-4% of FOB mine
price for underground
coal

2) Impose lacal level
production tax also

$25 + .5% of gross
value when {n excess
of $5000 (minerals);
$1 + fee based on
qross production
ranging from ,15-
1.438% (metals,
precious and semi-
precious stones)

Nebraska

2% of gross value

Nevada

Conservation tax of
S mi11s/barrel of

ol or 50,000 cubic
feet of natural gas

New Hampshire

v

PR,

csase

12% of stumpage value

New Mexico

$1.5¢/barrel of oil;
5.7¢/1000 cubic feet
of natural gas

19.2¢/ton on metallyrs
qical coa)l + surtax;
40,5¢/ton on steam
coal + surtax: im-
poses production tax
at local levkl; im-
poses excise tax of
4.75% on initfal sale
of coal

Based on gross value,
with rates ranging
from ,125-2.5%

Imposes a .75% resource
tax and .125% processors
tax

19




STATE 01L AND NATURAL GAS COAL B MINERALS TIMBER
Tennessee 1.5% of sale price 20¢/ton - [,
of both
Texas 4.875¢/darrel of oil; amonn $1.03/10n9 ton of enman
7.5% of market value sulfur .
of natyral gas
utah 2% of grons value 2% of gross value 1% of qross value —aves
virginia T pine and cedar: 65¢/
1000*
washington ~ -=e=e- 7Tt

5¢/pound

Reforestation lands:
$8-16/acre; yield tax
on market value: 12.5%
average

West Virginia

4,341 of gross value of
of1; 8.63% of natural
gas in excess of $5000

3.5% of gross value

Taxes range from 2.2%
of qross value of
1imestone to 4.34% of
sand and gravel

wisconsin

—mew-

Comprehensive net pro-
ceeds tax with a pro=
gressive rate schedule

101 stumpage value

Wyoming

4% of gross value

10.5% of gross value;
Jocal level production
tax; 3% excise tax
(except for 1ndustrial
coal}

3.5% of gross value

a9
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TESTIMONY OF SENATOR SANFORD CLOUD, JR., OF THE CONNECTICUT STATE SENATE

Thank you, Mr. Chairman, members of the committee. My name is Sanford Cloud
and I am a member of the Connecticut State Senate from the City of Hartford. I am
appearing before you today on behalf of the national Conference of State Legisla-
tures, the official representative of the nation’s 7,500 State Legislatures. We would
like to thank the committee for the opportunity to begin discussion on what is the
most important intergovermental issue of the coming year, General Revenue Shar-
ing. We praise Senator Bradley and this sub-committee for realizing that reauthori-
zation of general revenue sharing is a priority for early action. States are now
acting on iudgets for the coming fiscal year and in many states for the next two

ears. It will be essential if states and localities are to budget effectively that action——
ge taken on the reauthorization of general revenue shari:g as early as ible.

General revenue sharing is NCSL'’s top priority in the federal budget. You ma
ask how I can come before you and promote a specific program when it's well
known that resources are-limited and many so-called uncontrollable costs are going
through the roof. Let me explain the concerns uppermost in our minds as we
developed our policy of support for this program.

A. NCSL AND THE FEDERAL BUDGET

Several important concerns guided the development of this policy. International
events, the economic condition of the country, congressional actions of the fiscal
gear 1980 budget and increased demands for reduced federal spending have com-

ined to add new urgency to spending decisions.

Inflation and cyclical State revenues.—Due in large measure to skyrocketing
enerfy costs, every citizen and eve\rvy level of government has had to cope with the
?rob ems of double-digit inflation. What the President's fiscal year 1979 budget had
orecast as 7.4 percent inflation was finally recorded as 13.2 percent—almost twice
as high. Last month’s figures indicate a current effective rate of 18.2 percent. There
is no doubt in my mind and many other legislators that inflation is our most
pressing domestic problem. All program costs have increased rapidly, and those
indexed in any form have shown dramatic increases. In the area of energy costs
alone, State Legislatures have enacted new and expensive programs to help those on
fixed incomes to deal with the significant increases in fuel prices. My own state of
Connecticut has just recently completed a special session to deal with energy prob-
}emgl.. The Congress_ has also responded to the need, especially of low income
amilies.

——---- Inflation raises the revenues of both states and federal government. Federal
‘ revenues have risen $20 billion above projections for the second budget resolution.

But current Census buresu figures show that state revenues in fiscal 1979 trailed

the inflation rate. They rose 10.5 percent to $125.1 billion during an inflation rate of

13.2 percent to $44.9 billion and sales and gross receipts taxes were up 12 percent to

$39.5 billion. But revenue from motor-fuel, alcoholic beverage and property levies

rose only about 5 percent while tobacco receipts fell 0.4 percent.

As you can see, these increases at the state level have been due in large part to
the increased progressivity of state tax systems as the states move from dependence
on property taxes, to sales and income taxes, a move partially encouraged by the

_ revenue sharinﬁ program. These temporarily inflated revenues, however, are being
used to offset the same inflation driven increases in the costs of goods and services
purchased as well as those provided by state governments. It should not be forgot-
ten, too, that if the administration's and the Congress' efforts at reducing the
inflation rate are successful, as we hope they will be, these state revenues will drop
dramatically as their revenue sources resrond to the cycles in the economy. States
will not, as common? thought, be able to live off their huge accumulated “surplus”.

Most states, in fact, do not enjoy such*surpluses’” even now.

Current forecasts of the state and local government sector have shown a dramatic
downturn in these operating balances. In the second quarter of 1979, this sector of
the National Incomé Products Accounts was estimated at a $6 billion surgus. The
second t}uarter 1980 figures currently show a deficit of $6 billion. Both Data Re-
sources Inc. (DRI) and Chase Econometrics forecast a deficit in the aggregate operat-
ing account on state governments. This is well below the 4-6 percent balance
recommended by financial experts for contingencies and prudent budgeting.

In my own state of Connecticut we do not have a constitutional or statutory
requirement for a balanced budget. On general fund expenditures in 1978-79 of
$2,285,600,000, we ended the year with an operating balance of $66.7 million, or 3
percent of our expenditures. For the current year, 1979-80 we estimated a 7%
percent increase in expenditures and, depending upon various expenditure controls
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now before the legislature, a nearly balanced budget. During the past decade, we

- _have been faced with several serious deficits. In 1971 we have a 4 year accumulated

deficit of $244 million and in 1973, we set up a 10 year bonding program to cover
the full amount. Again in 1975, due es ially to inflation and rising energy costs
during the recession, we experienced a g?elc million deficit, and used a series of short
term 3 year notes to pay it off.

Lower worker productivity and the recession.—1979 was the first year in more
than 30 years to see a decline in worker productivity for each quarter. Both the

rivate and the nonfarm sector shared this decline. Its consequences are not yet
ully known. However, there is no doubt that inflation and its devaluation of
earnings is a substantial cause, and that a recession of some type is presently
unavoidable. This loss of productivity is felt in the public sector as well and it adds
to the cost of each level of government.

Throughout the past year, reputable economists have seen this recession just
around the corner. The President’s budget has isolated the effects of the expected
recession in_the second and third uarters—January to June 1980—of fiscal year
1980. As this event has been difficult to predict, it is possible that actions taken by
the Federal Reserve Board may be triggering the recession, forcing it, and may be
making it longer and more intense. Recessions immediately lower revenues as well
as increase costs to federal, state, and local governments. Unlike the private sector,
governments cannot substantially reduce services during these periods. They must
continue to spend or at least stabilize their economies.

I'm sure you are aware, however, that we in the states almost universally must
operate with balanced budgets. Recessions are difficult because of the need to
identify new resources to meet the costs of increased job programs or unemployment
compensation payments. Most states, however, separate their operating costs from
their capital costs, allowing long-term bonded indebtedness on the capital costs. In
Connecticut at the close of 1978-79, we carried $2,325,800,000 of bonded indebted-
ness which is nearly 2 percent greater than our total general fund expenditures for
the year. There is little room for additional bonding to cover the costs of a recession.
Nonetheless, creating new revenues or cutting services are both problematic during
a recession.

It may appear strange to discuss the impacts of a recession on governments at a
time of record inflation and continued growth in the economy. What is often
ignored, however, is that general revenue sharing is being proposed for a full five-
year period. A reauthorized program would not- begin until October 1980 with the
first entitlement payments not made until December 1980, a time when unemploy-
ment may be in excess of 7 percent and growing close to 8 percent. Administration
and CBO projections support these statistics. e - - .

An aging population.—Another long term contributing factor to economic change
in the states is the gradual yet dramatic aging of the country's population. In 1970
half our population was age 27 or younger. By 2040, half the population will be age
46 or older. The shift in service demands and in the relative size of the working
population are inevitable, and demand immediate and often expensive licy deci-
sions to successfully prepare for this change. Unfunded pension liabilities toda
approach 115 billion dollars in the state and local sector. These program costs will
constantly be increasing. The Congress is facing this same issue in stabilizing and
shoring up the Social Secutiry Program. in the near future, automatic increases at
the-rate-of inflation in pension and retirement benefits may not be affordable at
any level of government.

ational security concerns.—The seizure of the American Embassy in Iran and
the holding captive of the 50 embassy staff, along with the recent :nvasion by
Russia of Afghanistan, have been catalysts to convince what is probably a rajority
in this country that defense spending must increase to insure our safety. But, there
are grave difficulties in transferring social funds to military uses, as domestic
demands do not decrease with the pressures of international crisis.

B. CONGRESSIONAL SPENDING LIMITS PROPOSED

Against the backdrop of these conditions, there have been significant activity in
the Congress related to controlling the federal budget. I am aware of the fact that
your own Senate Democratic Caucus has been discussing its stance on these meas-
ures and that floor debate is scheduled in the Senate for March 24th. Clearly, there
is sentiment for reduced spending, and, while the President is calling for a devicit of
$16 billion in fiscal year 1981, there is an open question of how large a deficit the
Con will support. The difficulties in adopling a Second Concurrent fiscal year
198( budget Resolution and the increased congressional involvement with spending
limits augur an equally controversial budget process for fiscal year 1981, NCSL has
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long supported attempts to reach a balanced budget through Congressional and
Administration channels.
. We are not here to say that the states need more of this or more of that or else.
Instead, for each of the past years we have tried to collect information and opinions
and shape them into suggestions that we feel will enhance the effectiveness of the
federal dollars belgg spent. We have focused on an amount we feel is currently
between $40 and $50 billion of aid flowing to state and local governments, and we
offer suggestions to improve the use of those dollars.

Our support for the continuation of General Revenue Sharing is based on the
results of these efforts which show Revenue Sharing to be the single most effective
and efficient program.

C. GENERAL REVENUE SHARING REAUfHORIZATIQN

There is no question that the reauthorization of General Revenue Sharing is the
top priority of the National Converence of State Legislatures. There are a variety of
reasons to support this position.

1. For seven years, the partnership of sharing federal revenues with states and
local governments has fostered cooperation in the provision of necessary services to
millions of citizens. This effort has created an understanding of the common goal of
all lggels of government: The provision of quality services by the most efficient
provider. .

2. The administrative costs of the program are incredulous compared to all other
grant-in-aid programs. Where average costs run 12-20 percent, revenue sharing
costs a mere one-twelfth of 1 percent to administer.

3. It is a controllable program in a budget fitled with service programs growing by
leaps and bounds. It has lost 40 percent to inflation while categorical grants have
increased in constant dollars each year before 1980.

4. It decentralizes decision-making and targets funds more accurately, by its
entitlement nature, it supports a basic tenet of those who are moving to restrict or
control federal spending: it sets out a budget and keeps to it, encouraging the best

ible use of those monies because they aren't endless. That is a major sentiment
oped for from spending controls, and it is already alive in this program.

5-1It is an efficient and effective program. Numerous compilations of state uses of
these funds can demonstrate their essential contribution to the well-being of this
country’s taxpayers and its local governments. 83 percent of the state share of
revenue is labor intensive. It creates jobs for tens of thousands of citizens.

We feel that states have used General Revenue Sharing Funds effectively, primar-
ily to fund education and social services needs. States are feeling increased pres-
sures for major expenditures in the areas of school finance reform, prison improve-
ments or mandates to reduce prison populations, increasing interstate highway and
other maintenance demands which have been delayed for lack of resources, and
increased assistance to local governments. States have increased their direct aid to
local governments over the past few years. Some 40 percent of the state share of
general revenue sharing has passed through to benefit local governments.

Although other states may choose to fund different projects depending upon the
needs in that state. all use general revenue sharing funds for priority projects. Some
may be capital construction projects—others operating expenses. It is the flexibility
which is the virtue of the program. It can be targeted to needs not directly served
by the Federal or state government, but still supportive of national policy goals.
These funds may be rut to different uses each year to fill gaps or augment ongoin,
programs. We strongly feel that this flexibility is the unique feature of the genera
revenue sharing program which makes it valuable to state and local government.

Many states have significantly increased their aid to local governments in the

t few years: state aid to local government substantially exceeds federal aid in all
ut the largest, neediest cities. In Connecticut for the past year, direct aid to
localities made up 21 percent of our general fund expenditures, and we estimate this
portion of the budget to increase as a share of total costs in 1979-80. Specifically,
states have increased their “revenue sharing' or broad grant programs to localities
during the last several years, largely since the passage of the federal revenue
sharing program. To fail to renew this program would disrupt this process. States
could not simply cut back on those programs funded through general revenue
sharing. Many are mandated through state or federal action. States would have to
turn to the controllable parts of their budgets just as the lederal government must
do. We no doubt would have to reduce aid to tocal governments, many of whom do
not receive federal, funds, small fovernments and school districts that rely almost
totally on state transfers and locally raised revenues.
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Let me address my comments in turn to the Administration’s proposal, the
current budget-cutting activities, and proposals for a simple extension of the current

program. ,
A. THE ADMINISTRATION’S BILL

In meeting with the White House, our most serious concern has been the entitle-
ment nature of the present program. It's essential to the efficient and effective use
_of these funds by states.and localities that we be able to plan in advance that the
moneys will be available, We understand that we have a promise on this issue from
the Administration, but it is a most important point in the reauthorization process.
If we must await the outcome of each yearly appropriations cycle, our budgets—
~ which are gencrally finalized by Mz?—will be in constant jeopardy from the final

September Congressional budget deadline.

’f'he White House has announced that in its legislation, it intends to tie the one-
third state share to the creation in each state of a commission to look at state/local
finance issues. While NCSL has no policy on this specific proposal, it is likely that
we could support a commission proposal to look at broad based state-local finance
issues if the legislation were not so prescriptive and intrusive. The latest draft of
the bill has a signiﬁcant role for the Secretary of the Treasury in appointing
members and reviewing budgets; it has strict membership requirements and con-
stant reporting requirements.

Each state legislature should establish its own commission to meet the needs and
circumstances of that particular state. Furthermore, existing bodies which have
already undertaken cerain of these responsibilites should be able to be designated
bgoa state legislature to carry out the additional responsibilities. We are talking
about the one federal assistance program with genuinely minuscule administrative
costs—one-twelveth of 1 J:ercent. e would not like to see this efficient effort
~cripped with millions of dollars of additional administrative costs. By building on
" existing commissions or broader focus bodies which have expertise in these areas, it
is very likely that similar results will be attained at greatly reduced costs.

As you are well aware, the political relationships between the executive and
legislative branches of the state governments and the local governments are some-
times smooth but often strained. Tensions exist between cities and counties, town-
ships and towns, special districts, schoo! districts and other local entities. The state
often must act as the arbitrator in structuring its programs to address needs in
cities and counties without disrupting that government's ability to carry out its
responsibilities to its citizens.

he federal government cannot always act effectively to address these individual
tensions from a national perspective. To provide for a prescriptive solution to
diverse political problems does not recognize the range of ongoing activity, nor the
stage of development in each state. A comprehensive look at the state-local prob-
lems in California in the wake of Proposition 13 and with the shadow of Jarvis Il
would not resemble the urban-rural disparities in Mississippi, yet under the present
pro 1 these commissions would be identical.

'IJEe commission idea proposed by the Administration has merit and has already
been heartily embraced in many states as a way to look comprehensively at a range
of state-local problems.

NCSL has conducted a spot survey among states regarding any type of commis-
sion which might be looking at those issues identified in administration drafts of the
revenue sharing legislation. Mr. Chairman, in your own state of New Jersey, as
you're probably aware, there was a county and municipal government study com-
Inission established by the state legislature 12 years ago.

The_commission has county, municipal and private citizen representation as well
as legislative and executive representation. From our conversation with them, it is
clear that they have played a major role in the enactment of legislation on stand-
ardized accounting and audit procedures, the enactment of a state revenue sharing

rogram, legislation clarifying functional responsibilities in areas such as communi-
ty health and water quality management, groposed legislation for program consoli-

ation, and they are currently studying the cost of state mandates on cities and
counties. From our reading of the administration’s legislation, this is more than
could be hoped for from their arrangements and it has taken 12 years. There is real
question whether an 18 month commission can be expected to have enough time to
both develop solid, responsible proposals while at the same time developing the
contacts and information flows necessary for effectively dealing with the legislative

rocess.

When we complete a summary of the survey work, I'll be glad to forward it to you
for inclusion in the record. Presently, after contacting ap roximately 20 states, we
found 10 statutorily created commissions, two establish by executive order, and
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one, in Michigan, established by joint agreement. The sizes range from 5 to 32
members, with all but the Texas commission including representation from the
legislature the governor and localities.

On the average, 4 out of the 6 probable areas of activity are being covered b
these groups, and all these organizations have professional staff already employe({
The state of Washington has proposed legislation to establish a commission, and the
state of New York recently disbanded a temporary commission on State/Local
Finance which looked at many of these issues.

If state legislatures can tailor their commissions to their needs and circumstances
and play a major role in developing them, it will permit the establishment of a
working relationship between states and localities such that recommendations of
the commission are more likely to be accepted and passed as legislation.

The notion that states must be “punished’’—threatened with forfeiture of state
revenue sharing funds—is unnecessary and merely adds to the opinion held in
Washington that states must be forced to assist their local govenments in meeting
. the needs of state citizens. I might reiterate one point made earlier. State aid to
* local government currently exceeds federal aid in all but the nation’s oldest, largest,
neediest cities, where state aid is still a substantial source of direct revenues or a
contributing resident of the city through an institution of higher education, state
hospital or other state facilities. NCSL would strongly urge the federal government
through the Congress and the Administration to assist in these efforts to aid local
government and our citizens. Federal Revenue Sharing is one way of insuring
quality, effective government services at minimal, administrative costs.

The draft administration legislation also contains formula adjustments for intra-
state allocations. As municipalities both large and small, counties, towns and town-
ships are, by and large, created by state legislatures, NCSL does not desire to favor
one over the other in any national discussion. We are, however, seriously concerned
that formula changes jeopardize enactment of any reauthoriation bill by raising too
many objections to a curvently successful program.

B. FEDERAL BUDGET REDUCTION PROPOSALS

The biggest news in town these days is budget cutting, and I want to take this
opportunity to remind this committee that in NCSL’s view there is no doubt that a
program such as general revenue sharing should be the last to receive a cut in
funds. Its low administrative costs, its flexibility and its efficient targetting to actual
needs—all point up its value in a time when government wants to act responsibly
and efficiently. Revenue sharing is today worth oaly 40 percent of what it was in
1972—it has constantly been eroded by inflation. Aﬁ other grants-in-aid have con-
sistently increased in constant dollars up until 1979. With 492 categorical grant
programs and one revenue sharing program, we feel there is ample room for budget
cuts which can increase governmental efficiency. The state and local portion of the
federal budget, however, should not be cut disproportionaltely to other sections of
the budget. Reductions in this sector are often transferred costs to other levels of
government which would result in no net saving to taxpayers.

C. EXTENSION OF THE PRESENT PROGRAM

NCSL's current policy is most consistent with an extension of the present pro-
gram. It has been our view that this represented the most feasible approach to
Congressional reenactment, allowing the program to stand on its merits as an
effective program, meeting a wide variety of needs throughout the states, and
delivering more services per dollar appropriately than any other federal assistance
program. If efficiency in goverment is a way to reduce federal spending and contrib-
ute to tlhe reduction of inflation, General Revenue Sharing merits high priority for
renewal.

Thank you and I will be happy to answer any questions.

Senator DURENBERGER. Our next panel is composed of George D.
Friedlander and Sylvan G. Feldstein from Smith, Barney, Harris,
Upham & Co.; Richard E. Huff, vice president and general man-
ager, Municipal Bond Department, Standard & Poor's.

Thank you very much for being here. I will assume that you
have determined the order of presentation here, that we do have a
10 minute time limit here. We have a light you have probably been



68

watchiiig, and we want to extend, on behalf of the subcommittee
and to each of you, our appreciation for your being here today.
Thank you.

STATEMENT OF RICHARD E. HUFF, VICE PRESIDENT AND GEN-
ERAL MANAGER, MUNICIPAL BOND DEPARTMENT, STANDARD

& POOR’S CORP.

Mr. Hurr. Thank you. I will lead off.

-1 am Richard Huft, representing the Municipal Bond Department

 of Standard & Poor’s Corp.

" Since 1 do represent a certain type of area, the bond-rating
activities, our perspective on this subject is rather one from the

point of view of the impact on credit worthiness.

Obviously, revenue sharing funds have become an integral part
. of the ongoing aspects of intergovernmental relations. An early

‘ ritge motivation for revenue sharing was to help reduce local tax

urdens.

The idea was to share an increasing source of Federal revenues
with those in need as well as those who were contributing a fair
share tax effort. This had, and still does have, much appeal.

In the first year of the program, either local property tax cuts
were achieved or the funding was used for capital improvement
‘projects, which ordinarily would have required bond authorization.

hus, we are able to see actual tax cuts in cities such as Pitts-
burgh and Newark while other hardpressed cities, such as New
York, even borrowed in anticipation of new revenues for regular
?perations, even before the legislation was approved in the final
orm.

We view the revenue sharing program from two- levels, funding
which goes directly to the States and that that goes directly to the
local units. We see a significant difference in the Federal revenue
sharing program between the State and local levels.

The elimination or reduction of State level Federal revenue shar-
ing does not appear to us to represent as serious a financial prob-
lem as it does on the local level. That is not to say it does not
represent a problem.

We would like to" distinguish between the State and the local
level. An exception to this view of the significance of revenue
sharing to the State governments would obviously be in those
States which pass through a substantial portion of the revenue
sharing funds to the local units. There already has been discussion
on that point this morning.

The picture at the local level, however, represents quite a con-
trast. After the first year or two of the program, that is 1972 to
1973, and with the impact of inflation being ready to hit after 1974,
localities will be able to funnel revenue sharing funding into their
operating budgets rather than capital projects. Atlanta, Ga., is
using $12 million for public safety salaries.

"As the use of this funding for ongoing operating purposes spread
~ across the country, it became apparent that in the absence of this
funding property taxes, in most cases, would have gone higher to
absorb the increasing costs.

A greater number of units began using the funding for critical
areas, such as police and fire protection, and today this undoubted-
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ily represents a larger spending area on the local level for the
v:éi?jﬁapxiication of Federal revenue sharing funding.

. Although even at the local level, where revenue sharing funds as

+such may not represent a large part of the budget, they do repre-

nt a key element. For example, Jersey City, N.J., receives ap-
sproximately $3 million in Federal revenue sharing and the total

“tax levy in the city is $43 million.

= 'To displace the revenue sharing funding, the tax rate would have
_¥to rise by an additional 7 to 8 percent.

= However, the New Jersey cap law excludes outside aid such as

“revenue sharing, from the appropriation limitation calculation, so
& elimination or a reduction of Federal revenue sharing would seri-

£ously compound the city’s budget problems in that an amount

#'équal to the Federal revenue sharing would have to be eliminated
:=from the budget.

Similar, although not identical budget problems, would also face
ther local units around the country, with or without recently
- adopted spending limitations. Given the inflationary trends of the
s recent years, there is no question in our minds that reduction or
limination of the Federal revenue sharing program at the local
evels would create a serious hardship for most local units.

- Even given the same funding levels in terms of total dollars, the

>ghrinking dollar will obtain far less in terms of goods and services

‘than in 1972 when the program was first enacted.

7 But even at continuing dollar levels the program, by and large,
s has helped to achieve some stabilization of local property taxes,
hich is what the program was trying to achieve, to some extent
Ewhen it was first proposed and enacted.

+ Local governments are having to contend with inflation impact
;and operating budgets with revenue raising powers which are be-
-coming more restrictive and less flexible than in the past, with
“many municipal budgets very narrowly balanced, the loss or reduc-

“#tion of a source of revenue on which they have come to depend—

srevenue sharing—would seriously hinder their efforts to achieve

w fiscal stability.

Thank you.

7. Senator DURENBERGER. Thank you very much.

* Mr. Friedlander?

;:STATEMENT BY GEORGE D. FRIEDLANDER VICE PRESIDENT,
:~ AND SYLVAN G. FELDSTEIN, SECOND VICE PRESIDENT,
SMITH BARNEY, HARRIS UPHAM & CO,, INC.

% - Mr. FRIEDLANDER. Thank you.

£ I am George D. Friedlander from Smith, Barney, Harris, Upton
‘and I will be speaking on behalf of myself and Mr. Sylvan Feld-

tein, also from Smith Barney.

.- We will both be available to answer any questions that you may

e,
First of all, we would like to thank the subcommittee and its
;¢hairman, Senator Bradley, for extending an invitation to us to
;—f'agpe.ar here today to present our views on the Federal revenue

8 program.
ile the views expressed here represent those of the Smith
Barney, Harris Upham research department, we would like to
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-acknowledge the Public Securities Association for having asked us
to appear as well.

Analyzing the potential impacts on local government budgets by
the elimination of the revenue sharing program is at best a specu-
lative activity since decisions on the cutbacks and their timing
have not been made. While we do not know the final course this
subcommittee will take on its deliberations, we can offer - our
thoughts on this issue both as a major underwriter of general
obligation municipal bonds, as well as a firm which specializes in -
providing on%oing research reports to our clients on the investment
worthiness of these bonds.

Our basic conclusion is that the financial viability of most levels
of local government—State, county, municipal, and school dis-
trict—is directly or indirectly dependent on the continuation of the
revenue sharing program. We have arrived at this conclusion after
reviewing the municipal bond market, the economy, and the budg-
ets of numerous local governments. This dependency is
countrywide, going from North to South, East to West.

While most State and local governments outside of the major
inner-city urban centers are in relatively good financial shape at
present, a number of future trends are coming into focus which
could change that positive picture in a hurry, especially if com-
bined with a loss of revenue-sharing moneys.

Among these trends are inflation, the impending economic down-
turn, the taxpayer revolt, and the tight municipal bond market.
The latter reflects a current disinterest in fixed income securities
in general.

At the State level, the loss of revenue sharing is not likely to
cause severe dislocations, but it could cause a decline in credit
quality in some cases which would result in sharply increased
financing costs, thereby compounding the effect of the revenue loss.

For example, a 20-year double-A State general obligation bond
might yield about 8 percent at the current time, while a single-A
State would have to pay about 8.75 percent. In the note sector, the
difference is equallg pronounced, with l-year MIG 1 notes yielding
9.50 percent, MIG 2 notes yielding 10.25 percent, and MIG 3 notes
virtually unmarketable.

In examining the potential impact of the loss of revenue sharing,
it may be of interest to examine the way various States and cities
utilize these moneys. A sampling of States indicates that many
States pass the moneys directly on to local governments, often for
school purposes. Our data is for the most recent fiscal year
available.

In a number of the above cases, the direct or indirect beneficia-
ries of the States’ revenue-sharing apportionments are local gov-
ernments—Florida, Illinois, Montana, New York, and Pennsylva-
nia. In Montana, under State law, any loss of revenue-sharin,
moneys would have to be made up by a statewide real and person
property tax levy.

Consequently, unless the State programs were funded from an-
other source, the local %?vernments would be immediately im-
pacted by a cutback in the States’ share of the revenue sharing
program. In Massachusetts, where 90 percent of the moneys are
earmarked for general obligation debt service, the amount re-
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= ceived—$74 million—is more than twice the State’s surplus—$34
_ million. A loss of these moneys would therefore be felt immediately
. at the State level.

As the list indicates, the cities we examined tend to use revenue-
sharing moneys for essential services. To the extent these moneys
= were unavailable, the impact of the financial well-being of these
s cities would generally be harsh and immediate. In Philadelphia, for
% example, the general fund deficit in 1979-80 was projected at $20
- million. The additional loss of revenue-sharing moneys would leave

a sizable hole to fill.

As we indicated, there are currently a number of trends on the
horizon which would increase the need for continuance of revenue
sharing at this time. Among these are:

Inflation, which is felt directly in increased operating costs and
indirectly in ways which may not be quite so obvious. For example,

nsion costs are likely to increase dramatically as future benefit
evels are increased to allow for higher inflation. Borrowing costs
have already increased dramatically, with the Bond Buyer’'s 20

Bond Index 264 basis points above last year’s low.

RECESSION

If the long-awaited economic downturn does arrive later this
year as we currently anticipate, the financial condition of many
municipalities could deteriorate significantly. Many of these mu-
" nicipalities have been able to keep pace with inflation so far be-
. cause real estate values and the resulting ad valorem tax receipts
- have increased dramatically as well.

A combination of a recession and tight money could cause the
real estate market to soften and thereby lessen the increase in
residential real estate assessments. Other major revenue sources
such as sales taxes would, of course, also be impacted by an eco-
nomic downturn.

Decreasing financial flexibility. In many cases the financial flexi-
. bility of municipalities has lessened in recent years. Increasing
portions of total operating budgets are being eaten up by federally
mandated costs, essential service outlays, and revenues earmarked
- for debt service. }

As a result, the portion of a budget which is “discretionary” is
relatively small, and the potential impact of a loss of revenue
- 'sharing moneys on that portion would therefore be magnified.
- While the shortfall could, of course, also be erased by increasing
- revenues, the ability of State and local governments to replace lost
revenues would be hindered by the trends discussed above, as well
as by the taxpayer revolt.

~ The taxpayer revolt. In the wake of proposition 13 in California,
a large number of States and municipalities have passed measures
which were intended to cut the size of government. The way in
which a loss of revenue-sharing moneys would interact with this
phenomenon depends upon the nature of the tax révolt measure.
- For example, a tax-cut/tax-ceiling measure such as proposition
- 13 would severely hinder the ability of State or local government to
replace these moneys. On the other hand, expenditure limitations
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such as that passed in Michigan would not hinder replacement of
‘revenue sharing from local sources.

While we do not believe that it is the function of the Federal
Government to bail out municipalities which approve tax or spend-
ing limitations, it is important to recognize how changes in Federal
programs such as revenue-sharing can interact with these meas-
ures to lessen the financial well-being of State and local govern-
ments.

Furthermore, these measures tend to increase Federal tax re-
ceipts by decreasing deductions of State and local taxes on Federal
tax returns and by hindering the ability of some governments to
qualify for matching grant programs. To compound this by decreas-
inﬁ_or eliminating revenue sharing would obviously increase the
difficulties.

In California, for example, increased Federal taxes in the current
gglalt_r because of the cut in the ad valorem tax are estimated at $2

illion.

In conclusion, most State and local governments appear to be in
precisely the financial position one would hope for in the face of
the impending economic turndown. Nevertheless, a number of
clouds have appeared on the horizon which, when combined with a
loss of revenue sharing at this time, could cause budgetary imbal-
ances which could be difficult to overcome.

In the case of our weaker urban centers, the impact could be
especially harsh. Failure to continue the revenue sharing program
would clearly jeopardize financial well-being and thus bond ratings,
resulting in sharply higher financing costs and therefore com-
pounding the financial impact on residents of such municipalities.

Senator DURENBERGER. Thank you very much.

Have any of you an observation on the role that predictability
plays in the decisions that are being made by State and local
government in terms of the utilization of revenue-sharing funds as
to where they seem to be putting their money, how they budget
revenue sharing against general revenue versus bond revenue, and
so forth? -

In fact, you know, after September 1, 1980, it may not be around,
so let’s put it here rather than there.

Mr. FRIEDLANDER. No.

As we have looked at it, it would seem that most municipalities
are directly plugging this money ‘into their current operating
budget and if it were not available, it would be quite difficult in
the near term to replace it. It is not being used for 1-year-type
projects, as I understand it.

Mr. Hurr. I would agree with that. I think they have gotten very
used to having revenue sharing. It has become an integral part of
their revenue planning and budgeting and the withdrawal of it
would have some serious implications.

Senator DURENBERGER. I think that you indicated, Mr. Huff, in
your presentation that you have seen some stabilization of local
property taxes over the period of time. Have you enﬁaged in, or are
you aware of any studies that have been undertaken that would
prove that point that might be made a Yart of this record?

Mr. Hurr. I am not myself, personal K, but there are one or two
other people on my staff who follow the general bond obligation
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area much more closely than I do, particularly in the revenue
sharing, and I can certainly inquire of them because they were the
ones who furnished me with that particular reference.

I will see what I can find for you.

Senator DURENBERGER. All right. I would appreciate that.

Do any of the other of you have a comment on the issue of the

: prgfert};' tax?
r. FELDSTEIN. If I understand your question correctly, you are
- saying has revenue sharing helped to stabilize property taxes?
nator DURENBERGER. Yes.
Mr. FeLpsTEIN. I would say indirectly, definitely yes. You are
" looking for a causal relationship where a specific policy was
" adopted by a State or municipality as a result of Federal revenue-
- sharing money.
2 Senator DURENBERGER. In addition to that, have you seen, in the
.- period of time in the last 8 or 9 years that we have been working
4. with the concept of general revenue sharing and also working with
~ related programs such as the community development block grant
Frograms and so forth, a growth within the States in the State
egislatures in the concept of State revenue sharing with local
government and tying together the sharing of State-collected rev-
enues with local government and tying that in with general reve-
nue sharing?
Mr. FeLpsTEIN. I would have to review that more closely.
From the States that I have reviewed, I would say there has been
an increase in State sharing of revenues along with the growth of
& the Federal revenue-sharing programs. My answer would be yes.
= Mr. Hurr. It is probably true, because I think there is a recogni-
- tion that this is a way that a higher level of government who has a
better ability to tap the revenues can flow them back to the local
government where the real needs are. .
So I think there has been an expansion of the sharing concept on
the State level.
Mr. FeLpsTEIN. Getting back to your earlier question about prop-
erty taxes, I do recall in the State of Montana it is written into
State law that if the Federal revenue sharing funds are eliminated,
the personal property and real estate property taxes automatically
have to go up to make up for that elimination.
Senator DureNBERGEF. Thank you very much for taking the time
4: to be here today. I appreciate it.
(The prepared statements of the preceding panel follow:]

STATEMENT oF RicHARD E. Hurr, VICE PRESIDENT AND GENERAL MANAGER,
MunicipaL BoND DEPARTMENT, STANDARD & Poor’s Corp.

. As we understand it, the federal revenue sharing program had as its prime
objective the beginning of a deliberate federal-state movement away from categori-
cal aid and towards a new federalism of less direct federal involvement in local day-
to-day governmental activities. Although the Congress did want to keep as few
trings as possible on these programs, one must view the political realities of the
gituation and not expect the political process of “having a say” where the money is
to go to disappear entirely. Revenue sharing funds have become an integral part of
he ongoing aspects of intergovernmental relations. N

An early prime motivation for federal revenue sharing was to help reduce local
tax burdens while reducing the federal 'lg:'esence at the local level as it had been
with the earlier versions of federal aid. The idea of sharing an increasing source of
: federal revenues with those in need, as well as those who were contributing a fair
- share of tax effort, had and still does have much appeal.



Lpsd Ao

4

Indeed, in the first year or two of the proiram, either local property tax cuts were ‘

achieved or the funding was used for capita improvement Erojects, which ordinarily
would have required bond authorization. Thus, we were able to see actual tax cuts
in cities such as Pittsburgh and Newark, white other hard pressed cities, such as
New York, éven borrowed in anticipation of the new revenues for regular operations
even before the legislation was approved in final form.

We view the revenue sharing program from two levels—funding which goes
directly to the states and that which goes directly to the local units. We see a
significant difference in the federal revenue sharing program between the state and
local levels. Although no one likes to lose money once obtained, the elimination or
reduction of state-level federal revenue sharing does not appear to us to represent
as serious a financial problem as it does on the local level, even in states which ma
have already budgeted such funding beyond September 30, 1980. Even though suc
budgeting is imprudent from the view of the credit analysts, the funding level at the
states is such as not to represent either a significant part of the total budgets nor a
si%niﬁcanl rt of total state aids to the local units. It is interesting to note that not
all states have budgeted full receipt of revenue sharing beyond September 30,
1980—and they include New Jersey, which currently indicates a gap of some magni-
tude for next year. (Local budgets in New Jersey also will not be allowed to assume
funding beyond the third quarter of their fiscal year.) An exception to this view of
the significance of revenue sharing to the state 'governments would be in those
states which pass through a substantial portion of their revenue sharing funds to
their local units.

The picture at the local level, however, presents quite a contrast. After the first
year or two of the program, that is 1972-13, and with inflation beginning to hit
after 1974, localities began to funnel revenue sharing funding into their ongoing
operating budgets, rather than into capital projects. Thus, we find Atlanta, Georg"i\a,
for example, using some $12 million for public safety salaries. As the use of this
funding for ongoing operatinﬁ purposes spread across the country it became appar-
ent that in the absence of this funding, property taxes in most cases would have
gone higher to absorb the increasing costs. A greater number of units began using
the funding for critical areas such as police and fire protection and today this
undoubtedly represents the largest spending area on the local level for the applica-
tion of federal revenue sharing funding.

Although even at the local level, where revenue sharing funds as such may not
represent a large part of the budget, they do represent a key element. For example,
Jersey City receives approximately $3 million in federa]l revenue sharing and the
total tax levy in the city is about $43 million. To displace the revenue sharing
funding, the tax rate would have to rise by an additional 7-8 percent. However, the
New Jersey CAP law excludes outside aids from the appropriation limitation calcu-
lations so that elimination or reduction of federal revenue sharing would seriously
compound the city's budget problems in that an amount equal to the federal
revenue sharing would have to be eliminated from the budget. Similar, althou h
perhaps not identical, budget problems would also face other local units around the
country, with or without recently adopted spending limitations.

Given the inflationary trends of the recent years, there is no question in our
minds that reduction or elimination of the federal revenue sharing Erogram at the
local levels would create a serious hardship for most local units. Even given the
same funding levels in terms of total dollars, the shrinking dollar will obtain far
less in terms of goods and services than in 1972 when the program was first
enacted. But even at continuing dollar levels, the program, by and large, has helped
achieve some stabilization of local property taxes, w ich is what the program was
trying to achieve to some extent when it was first proposed and enacted.

Local governments are having to contend with inflation-impacted operating budg-
ets with revenue-raising powers which are becoming more restricted and less flexi-
ble than in the past. With many municipal budgets very narrowly balanced, the loss
or reduction of a source of revenue upon which they have come to depend, revenue
sharing, could seriously hinder their efforts to achieve fiscal stability.

SUMMARY STATEMENT—THE POTENTIALLY SERIOUS IMpACTS FOR GENERAL OBLIGATION
MunicipaL Bonp Issuers 1¥ FEDERAL REVENUE SuarinG Is Enpep, By GEORGE D.
FRIEDLANDER, VICE PRESIDENT, AND SYLVAN G. FELDSTEIN, SECOND VICE PRESI-
DENT, SMiTH BARNEY, Harris UpHAM & Co., Inc. NEw York, N.Y

Our basic conclusion is that the financial viability of most levels of local govern-
ment is directly or indirectly dependent on the continuation of the revenue sharing
program. While most state and local governments, outside of the major inner city
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urban centers, are in relatively good financial shape, a number of future trends are
- coming into focus which could change that positive picture significantly especially if
. combined with a loss of revenue sharing monies. Among these trends\are inflation,
- the impending economic downturn, the taxpayer revolt, the tight municipal bond
market, and decreasing financial flexibility among many municipalities.

In examining State and local uses of revenue sharing monies, we find great
diversity. In a number of cases, state revenue sharing monies directly or indirectly
- benefit local governments. At the local leve), we find that most cities utilize their
- “share for essential services. To the extent these monies were unavailable, the
impact on financial well-being of the cities would generally be harsh and immediate.

irst of all, we would like to thank the Subcommittee and its Chairman, Senator
Bradley, for extending an invitation to us to appear here today to present our views
on the Federal revenue sharing program. While the views expressed here represent
those of the Smith Barney, Harris Upham research department, we would like to
acknowledge the Public Securities Association for having asked us to appear as well.
: Analyzing the potential impacts on local government budgets by the elimination
of the revenue sharing program is at best a speculative activity since decisions on
the cut-backs and their timing have not been made. While we do not know the final
course this Subcommittee will take in its deliberation, we can offer our thoughts on
this issue both as a major underwriter of general obligation municipal bonds, as
> well as a firm which specializes in providing ongoing research reports to our clients
;. on the investment worthiness of these bonds.
A Our basic conclusion is that the financial viability of most levels of local govern-
ment—state, county, municipal, and school district, is directly or indirectly depend-
ent on the continuation of the revenue sharing power. We have arrived at this
conclusion after reviewing the munici}l)‘al bond market, the economy, and the budg-
ets of numerous local governments. This dependency is countrywide; going from
North to South, and East and West.

While most state and local governments, outside of the major inner city urban
- centers, are in relatively good financial shape at present, a number of future trends
are coming into focus which could change that positive picture in a hurry, especially
if combined with a loss of revenue sharing monies. Among these trends are infla-
tion, the impending economic downturn, the taxpayer revolt, and the tight munici-

! bond market; the latter reflects a current disinterest in fixed income securities
in general.

At the state level, the loss of revenue sharing is not likely to cause severe

dislocations, but it could cause a decline in credit quality in some cases, which
- would result in sharply increased financing costs, thereby compounding the affect of
" the revenue loss. For example, a 20-year double-A State General Obligation Bond
might yield about 8 percent at the current time, while a single-A State would have
to ?Iay about 8.75 percent. In the note sector, the difference is egually pronounced,
with 1-year MIG 1 notes yielding 9.50 percent, MIG 2 notes yielding 10.25 percent,
and MIG 3 notes virtually unmarketable.
. In examining the potential impact of the loss of revenue sharing, it may be of
interest to examine the way various states and cities utilize these monies. A sam-
pling of states indicates that many states pass the monies directly on to local
: govglrr;’xim;nts, often for schoo! purposes (our data is for the most recent fiscal year
- available).

e e

e

UTILIZATION OF REVENUE SHARING FUNDS

Amount
recerved Use
{muthons)

$2630 Supplemental weifare payments
100 Pubfic school 2id.
1150 Locat school ad.
740 90 percent for dedt service on G 0. bonds.
450 State’s share of medical assislance
83 Local school aid.
256.0 General fund purposes—earmarked for locat aid.
1100 Aid to Jocal schools, municipaiies, county court costs.

In a number of the above cases, the direct or indirect or indirect beneficiaries of
the states’' revenue sharing apportionments are local governments. (Florida, Illinois,



76

Montana, New York, and Pennsylvania. In Montana, under State law, any loss of
revenue sharing monies would have to be made up by a statewide real and personal
property tax levy.) Consequently, unless the State programs were funded from
_ another source, the local governments would be immediately impacted by a cut-back

in the States’ share of the revenue sharing &rogram. In Massachusetts, where 90
percent of the monies are earmarked for General Obligation Debt Service, the
amount received (374 million) is more than twice the State’s sunéplus (334 million). A
loss of these monies would therefore be felt immediately at the State level.

The im'pact of the loss of revenue sharing monies would be more direct in the case
of many local governments. We also took a sampling of cities in various parts of the
country, some of which are shown below:

UTILIZATION OF REVENUE SHARING FUNDS

Amount

Cty recerved Use

{mthons )
Aasa.. o e . §75 fuemen's salanes
CNCARO ... oecccr e e e 143 Prmaly street mantenance and saatabon {338 milion)
beaith and wetfare ($26 mifhon).

Jersey Oy . o e e 59 Santation, horary, weifare
New Yok Oty ... .. oo s o 292 Poice, fie and sanitation salanes
PVBIOND . . oo e e e 484 General purposes
SanFraNCISe0. . .o e e 50 Pubdic birkding maintenance
SOt e e e e 90 Police and fremen's salanes

As the above list indicates, the cities we examined tend to use revenue sharing
monies for essential services. To the extent these monies were unavailable, the
impact on the financial well-being of these cities would generally be harsh and
immediate. (In Philadelphia, for example, the General Fund deficit in 1979-80 was
projected at $20 million. The additiona: loss of revenue sharing monies would leave
a sizeable hole to fill.)

As we indicated above, there are currently a number of trends on the horizon
v;lhich increase the need for continuance of revenue sharing at this time. Among
these are:

I. Inflation, which is felt diregtli; in increased operating costs and indirectly in
ways which may not be quite so o vious. For example, pension costs are likely to
increase dramatically as future benefit levels are increased to allow for higher
inflation. Borrowing costs have alread increased dramatically, with the Bond
Buyer's 20 Bond Index 264 basis points above last year's low.

1 Recession.—If the long-awaited economic downturn does arrive later this year
as we currently anticipate, the financial condition of many municipalities could
deteriorate significantly. Many of these municipalities have been able to keep pace
with inflation so far because real estate values and the resulting ad valorem tax
receipts have increased dramatically as well. A combination of a recession and tight
money could cause the real estate market to soften, and thereby lessen the increase
in residential real estate assessments. Other major revenue sources such as sales
taxes would, of course, also be impacted by an economic downturn.

III. Decreasing financial flexibility.—In many cases, the financial flexibility of
municipalities has lessened in recent years. Increasing portions of total operating
budgets are being eaten up by federaily mandated costs, essential service outlaiys.
and revenues earmarked for debt service. As a result, the portion of a budget which
is “discretionary” is relatively small, and the potential impact of a loss of revenue
sharing monies on that portion would therefore be magnified. While the shortfall
could, of course, also be erased by increasin{; revenues, the ability of state and local
governments to replace lost revenues wou d be hindered by the trends discussed
above, as well as by the Taxpayer Revolt.

IV, The taxpayer revolt.—In the wake of Proposition 13 in California, a large
number of states and municiﬁgrlliti& have passed measures which were intended to
cut the size of government. The way in which a loss of revenue sharing monies
would interact with this phenomenon depends upon the nature of the tax revolt
measure. For example, a tax-cut/tax-ceiling measure such as Proposition 13 would
severely hinlder the ability of state or local government to replace these monies. On
the other hand, expenditure limitations such as that passed in Michigan would not
hinder replacement of revenue sharing from local sources.
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While we do not believe that it is the function of the federal government to bail
out municipalities which approve tax or spending limitations, it is important to
recognize how changes in federal programs such as reverie sharing can interact
with these measures to lessen the financial well-being of state and local govern-
ments. Furthermore, these measures tend to increase federal tax receipts, by de-
creasing deductions of state and local taxes on federal tax returns, and by hindering
the ability of some governments to qualify for matching grant programs. In Califor-
nia, for example, increased federal taxes in the current year because of the cut in
the ad valorem tax are estimated at $2 billion.

In conclusion, most state and local governments appear to be in precisely the
financial position one would hope for in' the face of the impending economic down-
turn. Nevertheless, a number of clouds have appeared on the horizon which, when
combined with a loss of revenue sharing at this time, could cause budgetary imbal-
ances which could be difficult to overcome. In the case of our weaker urban centers,
the impact could be especially harsh. Failure to continue the revenue sharing
program would clearly jeopardize financial well being and thus bond ratings, result-
ing in sharply higher financing costs and therefore coinpounding the financial
impact on residents of such municipalities.

Senator BRADLEY. Our next witness will be Governor Alexander
of Tennessee, and we have our colleague, Senator Sasser, who will
introduce the Governor.

I would like tc welcome the Senator to the committee. Please
proceed.

STATEMENT OF SENATOR JIM SASSER, A U.S. SENATOR FROM
THE STATE OF TENNESSEE

Senator Sasser. Thank you, Mr. Chairman.

I first want to commend you this morning, you and your col-
leagues, for holding these very important hearings on a very im-
portant topic.

Mr. Chairman, I am pleased and honored this morning to have
the opportunity to introduce the Governor of my native State of
Tennessee, Lamar Alexander.

Governor Alexander has taken a strong interest in the issue of
revenue sharing, both in Tennessee and Nashville. He has a solid
* background on this issue.
As a matter of fact, Governor Alexander worked on the original

revenue sharing legislation as a member of Senator Howard
Baker’s staff when my colleague was then, I think, a member of
the Government Affairs Committee where the revenue sharing
legislation originated.

e Governor has assumed a leadership role on this issue, which
is of vital interest to State governments. Last July, he was honored
by his colleagues, the fellow Governors of this country from the 50
States, by being elevated to the role as cochairman of the National
Governors’ Association Task Force on Revenue Sharing.

The Governors’ Association met here last week and revenue
sharing was one of the chief topics of discussion. I was pleased, Mr.

hairman, to be invited to meet with the Governors and give my
views, not only on revenue sharing but on a number of other
matters affecting the inter-relationship of Federal fiscal policy and
State government.

But Governor Alexander, in his dual concerns as a State chief
executive and as cochairman of the revenue sharing task force,
testified on revenue sharing last September before the Subcommit-
tee on Intergovernmental Relations which I chair. We found his
testimony to be very helpful and meaningful to the subcommittee,
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and I am confident that he will stimulate the same type of con-
- structive dialog today. I am sure the memkbers of this subcommittee
* will benefit from his informed testimony.

" So, Mr. Chairman it is with a great deal of pleasure that I
“introduce Gov. Lamar Alexander of Tennessee.

= I might say, Mr. Chairman, that I left a meeting of the Budget
Committee to come over here and I am going to have to take my
eave quickly, but this does not indicate that I am not vitally
" interested in the Governor's testimony today and the workings of
this committee.

Senator BrapLey. I would like to thank you, Senator Sasser, for
making your introduction and I know that the Governor is appre-
¢iative too.

Senator Sasser. Thank you.

Senator BrRabpLEY. Governor?

STATEMENT OF HON. LAMAR ALEXANDER, GOVERNOR, STATE
OF TENNESSEE ON BEHALF OF THE NATIONAL GOVERNORS’

ASSOCIATION

Governor ALEXANDER. Mr. Chairman, Senator Durenberger, may
I offer my thanks to Senator Sasser for taking time out from
another very important hearing to introduce me before the sub-
committee. 1 greatly appreciate the courtesy that he has extended
“and the wa))i‘ his office has worked with mine since I became
Governor of Tennessee.

1 think it is appropriate for Senator Sasser to be here for two
- reasons. First, the Senator is chairman of the Intergovernmental

Relations Subcommittee, on which I believe Senator Durenberger
also serves, and which has a companion interest in the revenue
sharing legislation. Second, the Senator is a leader in the effort to
simplify and consolidate ‘existing Federal grant-in-aid programs,
which the Governors all feel is of extraordinary importance as we
try tuv make grant programs work better and, as we all try to
choose where we should spend the decreasing amount of money we
seem to have.

So for those veasons, I am grateful to the Senator for his time
and his leadership in this work.

Senator Sasser. Thank you.

Governor ALEXANDER. 1 have a statement which highlights the
points that I wish to make today in my capacity as spokesman for
the National Governors' Association.

I would like to submit it to the subcommittee for its considera-
tion without reading it all the way through.

In lieu of reading it, I would like, instead, to focus briefly on
some points of change between last year and this year as the
revenue sharing discussion has progressed, and then if there are
any questions which the chairman or Senator Durenberger or
others may want to ask me, I would be glad to try to answer.

I am joined by Steve Farber who is director of the National
Governors' Association and Deirdre Riemer who does most of the
work on this area and who has done an extraordinary amount of
work with us.

The points I would like to make are these. There are ten of them,
but do not let that worry you. I am going to be very brief.
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I am going to spend about a minute on each one.

They all represent a change. My first point is that there has
been a change in policy between the 1979 Governors conference
and the 1980 Governors conference. Those are things that probably
Governors pay more attention to than anybody else, perhaps.

A year ago there was an almost hostile attitude between many of
the Governors and many of the Members of Congress. The Gover-
- nors advised that the Federal Government should balance its
- budget, and the Congressman responded that State grants ought to
. be cut first, all of which was not a very rational approach and did

not produce a good result.

The major topic of discussion among the Governors in 1979 was
energy—it is still widely discussed among the Governors—but the
major topic this year was revenue sharing.

So the attention of the Governors is riveted on this and we are
glad that the attention of the U.S. Senate is, too.

I think a change that came out of the 1980 Governors conference,
and which I see now expressed in my conversations with the Ten-
nessee members of the delegation—including Senator Sasser—and
with other Members of Congress who visited with us at our Gover-
nors Conference is that there is a general agreement, I would
presume to say, that the question is not whether we are going to
reduce the real dollars that the Federal Government is contribut-
“ing to State and local government, but how. And we are going from

a level, in fiscal year 1978 where 171.3 percent of the Federal budget
© was aid to State and local governments to a projected 15.6 percent
in fiscal year 1981.

I am not here to suggest cuts in aid to State and local govern-
ments, but I am here prepared to say that if there are going to be
cuts, and the budget must be balanced and spending must be
reduced, that we are prepared to help.

v The second change is that I believe there is a Letter understand-

- - ing of how revenue sharing fits into the overall system of Federal
aid to States and localities.

¢ Discussions about revenue sharing must recognize at the outset

- that Federal aid to State and local government amounts to more

than $90 billion annually.

What we now call the State and local portion of revenue sharing
is only $2 billion of that more than $90 billion. That $2 billion is
obviously not the reason the Federal Government is in deficit.

But I believe there is progress on that point in that most Mem-
bers of Congress recognize that we are looking at nearly $1 out of
$5, more like $1 out of $6 now, in the Federal budget and if we are

ﬁoing to talk about cutting, we are talking about if the
as recommended $96 billion and if you ion saved, we
are talking about going from $96 billioh to $91 billion instead of $2

billion of the State share to zero.

Now, I know both Senators who are here i:odai'l understand this
much better than I and have strongly supported these concepts, but
g‘ is something that I think I must say and I recognize progress
. there.

- The third point of progress. I believe there is a better under-
. standing of the State surplus than there was a year ago.
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States set aside some money in case things go wrong. In Tennus-
see, we have set aside $22 million. If things go wrong, that would
run the State for 2 days, and they might run the Governor out of
the State if that should happen, because constitutionally we cannot
have a deficit.

So the statement that the States have great surpluses is terribly
wrong reasoning. No State has a deficit. States set aside some
money for rainy days.

My testimonﬂ indicates that there are 29 States that have less
surplus than the 5 percent that would be normal to set aside for
rainy days. Ours is certainly less than that.

Half of all surpluses in the country right now are in California
and Alaska. However, it is misleading to reason that because a
State surplus exists, Federal aid to State and local governments is
not necessary. For example, California has a big surplus and its
bond rating was just lowered. So a surplus is a poor indication of
fiscal health, or at least only one of many indications.

There is a better understanding of the surplus issue today than a
year ago.

Fourth, and I referred to this first, the congressional understand-
ing of the Governors attitude and I think the Governors’ restraint
and understanding of the congressional attitudes is better. And we,
as Governors, appreciate that and hope that we have done a better
job of making our presentation in a more effective way.

I know that is true with the Tennessee delegation and I have
heard other Governors say that is true in their. visits last week.

Fifth, a very important change is President Carter's change of
position. He has had reservations about State’s share of revenue
sharing since he was a Governor. He was one of the few, maybe the
only Governor at that time who felt that way. Now he has an-
nounced his support for the State share and the continuation of
revenue sharing.

We are aware that there is a review going on of the budget now
and the need to cut spending more, perhaps, but again, we ho
that the White House, as it reviews its budget will look at the
whole question and if they need $2 or $3 billion out of the Federal
aid to State and local governments that they look at the $96 billion
that they have allocated for State and local grants.

In his preliminary recommendations, the President announced
some changes in the revenue-sharing program. I think the chair-
man has characterized those changes as modest, and we agree with
this characterization.

Regarding the proposed commissions, let me emphasize that
while we feel strongly that there is no need for a punitive and
complicated commission, we do believe that minor problems that
remain in the drafts we have seen can be resolved.

We believe the President’s impulse was to take a better look at
the services that local governmeuts render and how they can be
financed. Let’s do that if we can.

We Governors want to do that. In Tennessee we are doing that.

Eighteen States now have small, intergovernmental relations
subcommittees. If the President, through revenue sharing, wants to
set an agenda, or ask for more reports, within reason, to take
advantage of the existing commissions we have and encourage the
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formation of others and if he is going to respect our attitude
toward the importance of the State’s role in revenue sharing, then
even though none of us want more strings on revenue sharing, I
believe we ought to respect his reasonable request.

The sixth important change that has taken place is that there is
a much more intense desire for cuts in the budget, for balance in
the budget, and for restraint in Federal spending.

You, of course, know that because you are in the midst of it, but
it is important for me to point out that we are aware of that, and
we know that you are struggling with that, and we know that in
the last year important efforts have been made in Congress
through its committee structures, through various proposals both
in the Senate and in the House to limit Government spending as
one method of fighting inflation.

In the seventh area of change that I want to cover today progress
has been made. I am speaking about one of the most important
arguments on behalf of the State’s role in revenue sharing and one
which at [ hogle {our subcommittee might look a little further:
That is, who shall manage the money that you appropriate. The
real choice is not whether you Senators will, with all due respect,
because you do not have time for that. That is not your job.

The question is whether the bureaucracies downtown will, or in
regionaq agencies, or whether State and local government offi-
cials—who are popularly elected, as you are—will. And it is my
thesis that we who are popularly elected and who have to respond
to many of the same considerations you do, are more likely to be
respor:sive to the goals of the legislation you establish in Washing-
ton for the spending of nearly $100 billion a month, than are your
own agencies downtown or in the regions.

Let me emphasize that. If you should decide here that something
must be done about the learning of basic skills across America, you
can set up, as you have, more of a bureaucracy in Washington to
look at that and to focus attention on the issue. But in our State,
which is reasonably small, there are 210,000 children entering
grades kindergarten through three next fall alone, and it is a big
enough job for the State government to focus attention on just
those grades and those children.

It is my thesis that if you set goals and appropriate moneys and
you want money spent to try to increase the learning of basic skills
in school districts all across the country, that you will find Gover-
nors and State departments of education and local school boards
better able to respond to your desires than persons who are not
elected and who live in Washington.

Eighth, we hope there is a better understanding today that the
formula which was invented in 1972 to distribute revenue sharing
among the States and the counties and the cities and the townships
and the parishes remarkably effective given the diversity of our
country, which includes the situation in Hawaii where the State
government funds 80 percent of all local government activities.

It works very, very well in Texas where Senator Bentsen lives,
where they do not want revenue sharing, according to him—be-
cause they get relatively little. They are 47th. The reason is be-
cause they have oil wells on their university campuses which pay
for their schools and give them an endowment greater than Har-
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vard’s and that is a wonderful, unique State—mainly founded by
Tennesseeans (in fact, my wife came from Texas) and we are very
proud of it.

But to say the Texas situation is an indication of what ought to
be done in all the other States is the same as suggesting that
because Saudi Arabia has a balance-of-payments surplus that we
should forget the rest of the world. It is not the norm, and it is not
a very good argument to suggest that because Texas does not need
taxes because it has oil wells that revenue sharing somehow is not
a useful way to make Federal aid to State and local governments
more flexible.

Finally—and this is a point that I want to end with—on behalf of
the Governors, I would like to commend Chairman Bradley, Sena-
tor Durenberger and the members of this committee, for their
leadership in focusing attention on the variety of things we need to
do, not only in revenue sharing, but in grant consolidation, simpli-
fication, and tar%eting of aid, so that if we are going to spend 1 out
of 6 Federal dollars on services that are managed by, or used by,
State or local units of government, that we do it in the most
effective way.

I would argue, very, very strongly, that especially when we are
going to be cutting Federal aid to local governments, that we ought
to be increasing revenue sharing, because when there are more
than 500 programs to administer; more flexibility is needed when
cuts are being made.

We are managers. We are going to support the President in his
effort to bring the Federal Government under control. But we
~ would strongly urge that of the more than 500 programs, as my
testimony indicates, revenue sharing is a verg effective program,
the very best, the most important step towar decentralization of
government in this country in 40 years, and the only real signifi-
cant one—one that has really been decreasing in real dollars.

But it is the cornerstone of the intergovernmental system, and
we want to work with you to make the program better and, if
necessary, to absorb our fair share of the cuts in all of our aid to
State and local governments.

Thank you for your time and the opportunity to appear before
your subcommittee.

Senator BrabLEY. Thank you very much, Governor.

I think we would each like to ask you a few questions.

The first question I would like to ask relates to how you view the
effect of-4 cut in State share. Do you think that if the State share
of revenue sharing was eliminated, it would have consequences on
Federal-State relutions? What do you think those consequences
would Le? :

Governor ALEXANDER. Well, there are two consequences. The
second most important is the purely fiscal consequence.

In our State, for an example, where we have only $22 million set-
aside in case we have a rainy day, or two rainy days in a row, it
would cut $43 million out of our bud%et. That is about a third of
one percent on the sales tax. It wou d increase the pressure for
taxes wrongly, because it would avoid putting pressure on the
other 500 programs of yours that we administer that could be cut
more easily.
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So it exert fiscal pressure, and virtually all of it would be passed
on to local counties and cities which are terribly stretched. So
there would be a significant fiscal impact, most of which would be
absorbed by local government.

All of our revenue sharing money is dedicated to the pension
funds for local teachers. .

State revenue sharing, of course, does not go into the Governors'
pockets, it goes to local governments for education, primarily. We
have a listing of that in this testimony.

But the most important consequence is that such a cut would be
a step backward at a time when Congress is working to determine
a better way to administer the spending of nearly $100 billion at
the local level. The States have a role in that, because it creates
the local governments. They are part, the counties are part, of the
State government in our State and there is this tremendous
amount of diversity all around the country.

But it would reduce in a significant way the State’s ability to
serve as a better manager, a better clearinghouse and a better
coordinator of Federal objectives. Most of the county and Cit{x gov-
ernments in our State recognize that and strongly agree with this
statement.

Senator BRADLEY. Are you personally in favor of a balanced
Federal budget?

Governor ALEXANDER. Yes, personally I am, but only as one step
toward a restraint on Federal spending. Since I am only talking
gex(‘isonally, I will say what I really think about a balanced Federal

udget.

If you measured your budget the way most States measure
theirs, you would be in balance today. We separate our capital
outlays from our operating expenditures.

You can balance a budget every year and still have an enormous
increase in taxes. But it is, at the same time, I guess, a symbol of
fiscal responsibility, of not spending more than you take in, and
that symbol ought to be pretty important.

I much more prefer for the Senate and the House to discipline
itself at the beginning with a spending limitation and then not
spend more than that or, if it does, to then take a vote on raising it
and let the people in the next election decide who is in favor of
busting spending limitations and who is not.

I think the constitutional amendment to impose fiscal limitations
is a last resort and would be totally unnecessary if the trend which
I perceive in the Conirws to discipline itself, if I may be presump-
tuous enough to say that, continues.

Senator BraprLey. Of all the Federal programs that come into
your State, which ones could you do without?

Governor ALEXANDER. I have recommended $60 million in Feder-
al programs by a separate memorandum to the Governors’ Confer-
ence which Mr. Mclntyre now has, which would be our first targets
for cuts, if reductions had to be made.

That is, $60 million of cuts instead of a $43 million cut in our
State share of revenue sharing.

Senator BRADLEY. A $60 million cut?

Governor ALEXANDER. Right.
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In other words, if you cut our State share, it would be $43
million. We know we should not ask you to spare revenue sharing
unless we tell you where else to cut, so we can give you $60 million
worth of cuts which, if you are determined to cut, we would prefer
that you make before you reduce revenue sharing.

Now, we do not want them all cut.

Senator BRADLEY. Is that part of your testimony?

Governor ALEXANDER. No, but I will submit it, and I gave it to
each member of our congressional delegation 6 months ago.

[(The following was subsequently supplied for the record:]



I. DEPARTMENTAL PROGRAMS

Catalogue No.
- 17,232

17.211
17.230

13.433
13.568
13.554
13.553
13.563
13.562
13.541
13.475
13.576
13.400
13.486

13.232
13.284
13.260

or
13.974

$ Amount

$34,999.460
275,440
50,000

$357324,900

$ 16,000
10,000
13,000
45,200
40,000
40,000

594,000
19,300
112,400
2,008,600
1,335,200
188,300

$T422,000

$ 750,000
400,000

250,000

1,400,000

STATE OF TENNESSEE

DEPARTMENT OF EMPLOYMENT SECURITY

Name of Program

Title VI CETA
Job Corps
Seasonal & Migrant Farmworkers

DEPARTMENT OF EDUCATION

Follow Through

Alliance for Art Education
Career Education Planning
State Dissemination Program
Community Education |

Gifted & Talented Education
Education T. V.

Library & Archives

Library Services & Construction
Adult Basic Education
Strengthing State Seryices
State Finance Equalization Program

DEPARTMENT OF PUBLIC HEALTH

Maternal & Child Health Reducation
Emergency Medical Services
Family Planning

% 0f Reduction

(see explanation)
{100%)

(100%)

(100%)
(100% g
(100%

(100%)
(1002)
(100%)
{100%)
(100%)
(100%)
(100%)

§17z)
100%)
(5%)
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13.579
13.644
13.646
13.629
13.637

49.015
49.013

13.293
16.500

16.305
16,509
16. 304
16.513
16.503
16.513
16.503

$ Amount

$ 143,071
$1,170,400
500,000
1,700
30,000,

1

TOLEA5, 17T

$ 119,170
215,000

$334,170
39,379
$ 470,000

$ 357,990
30,000
68,850
50,072

8,642
11,000
31,145

T35

DEPARTMENT OF HUMAN SERVICES *

Name of Program % O0f Reduction
Indochinese Refugee (1001§
Title XX - Training (100%

WIN-Title IV-C (use CETA)
Voc Rehao (Training}
AFDC Title IV-A (Training)

* ($3,000,000 additional savings {f AFDC/Food stamps
programs merged at the Stafe Tevel.)

TENNESSEE COMMUNITY SERVICES ADMINYSTRATION

Recreation Support Services " (100%)
State Office Administration (65%)

TENNESSEE HEALTH PLANNING & RESQURCES DEVELOPMENT AUTHORITY

Proposed Use of Federal Funds & Review Funds (100%)

TENNESSEE LAW_ENFORCEMENT PLANNING AGENCY

Planning & Administration ) (50%)

TENNESSEE DEPARTMENT OF SAFETY

Uniform Crime Reporting (100%)
Arson Data Eloozg
Basic Police Records 100%
Training TBCI Supervisors (100%)
Lab Technicians Training (100%)
N. W. Training Grants (100%)

Color Process for Lab
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DEPARTMENT OF AGRICULTURE

Catalogue No. $ Amount Naie of Program % 0f Reduction
10,153 $ 2,500 News Letter (100%)
10.478 7.808 gru:t & Vegetable Inspection : 2100%;
10.475 22,00 oultry Grading 1002
3§ 32,300

DEPARTMENT OF CONSERVATION
10.663 $1,400,000 Young Adult Conservation Corps (100%
10.661 211,000 Youth Conservation Corps (100%
45.001-45.015 644,80% Historical Preservation Grants (100%)

DEPARTMENT OF ECONOMIC & COMMUNITY DEVELOPMENT
11.900 $ 70,000 OMBE Grant f (100%)

(To be assumed by State) X

DEPARTMENT OF MILITARY !

12.312 $ 4,300 Nuclear Civil Defense (5%)

12.310 6,624 Radiological Maintenance ' (10%)

12.312-12.316 25,000 Civil Defense Planning (100%)
$ 35,924 :

. |
TENNESSEE ENERGY OFFICE |
81.050 $ 323,600 Energy Extension Servlllce O (50%)

|
DEPARTMENT OF MENTAL HEALTH & MENTAL RETARDATIbN

13.237 $ 50,000 Hospital Improvement | 100%)
13.630 25,000 Development Disabilities 52)
13.282 34,400 Title IV-C . 100%)

109,200



Catalogue No.

13.633
13.633
13.634
13.633

20.001

20.205
20.205
20.102 or 20.103

45.001-45.015

27.012

83.002

$ Amount

$ 156,226
50,000
50,000
180,000

4 ’

$ 65,000

$ 4,500,000

230,000
600,000
$ 408,000
$ 300,000

$ 10,000

DEPARTMENT OF COMMISSION ON AGING

Name_of Program

State Administrative Funding (Title III_A)  (50%)
(100%

Advocacy (Title IIT)
Training (Title IV-C)

Area Planning & Coordination (Title IIT)

TENNESSEE_WILDLIFE_RESOURCES AGENCY

Boating Safety Program

TENNESSEE DEPARTMENT OF TRANSPORTATION

Great River Road (Deferral)
Planning Research & Development
Bureau of Aeronautics

TENNESSEE DEPARTMENT OF ARTS COMMISSION

National Endowments for the Arts

TENNESSEE_DEPARTMENT OF PERSONNEL ’

Intergovernmental Personnel Act

TENNESSEE DEPARTMENT OF INSURANCE

Fire Administration

% Of Reduction

)
(100%)
(100%2)

(100%)

(501

(100%)

(100%)

(1002)



TENNESSEE OFFICE OF CHILD DEVELOPMENT

ARC Child Development Program

Selective Traffic Enforcemeni Training
Drivers License Examine Training
Hearing Officer Training

1202 Commission (P1anhing)
Education Information Centers
Title I-A (Innovation)

Catalogue No. $ Amount Name of Program
23.013 $ 43,800
GOVERNMENTS HIGHWAY SAFETY PROGRAM
20.600 $ 22,000
20.600 10,000
go.ggg 10,000
0. 100,000 Safety Education
$ 142,000
TENNESSEE HIGHER EDUCATION COMMISSION
13.510 $ 58,166
xg.glg 45,454
13.51 116,000
$ 719,620

II. CAPITATION AND RELIEF ASSISTANCE

13.386 $ 1,100,000

1,400,000

$ 2,500,000

[IT. CAPITAL OQUTLAY

3.0 : $ 3,000,000
SUB-TOTAL 1. Departmental Programs $54,132,044
11. Capitation & Relief Assistance 2,500,000
I1I. Capital Outlay 3,000,000

GRAND TOTAL 159,632,004

Medical School
Fiscal Relief

|

Armory Construction & Renovation
Department of Military

% 0f Reduction

(50%)

(100%)
(1002)
(100%)
(100%)

(100%)
(100%)
(1002)

{100%)
(100%)

(Fed.)
(1002)

68
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COMMENTS

When Congress reauthorized CETA in 1978 after much debate and discussion of
pervasive abuse, they did r ize the need for and provided tools to deal with
structural and cyclical unemployment as parts of different economic syndromes.
The new Title 1I rrograms, including the Title 1I-D PSE programs are targeted at
structural unemployment. These counter-structural programs are intended to pro-
vide structured experiential and educational situations to enable the unskilled and
undereducated members of our society to become competitive in the job markat.
This enhances the long-range development of our work force and impacts on local,
as well as national, industrial and other economic development efforts.

Congress retained Title VI of CETA as a PSE program designed to remain as an
economic stimulus too! to attack cyclical unemployment. This program is primarily
intended to provide emergency or stoi}gap, employment to those generally skilled
and educated individuals who suddenly find themselves without work through no
fault of their own, but rather due to economic conditions.

Unfortunately, the CETA system has been forced to operate both a counter-
structural program (II-D) and a counter-cyclical program (VI) when we are not ina
cyclical unemployment phase in Tennessee. There has not, recently, been a
need for the Title VI program here; but the U.S. Department of Labor has been
placing extremely heavy pressure on us to enroll approximately 4,200 people in this
program. In other words, attempts are being made to force us to: (1) get the
enrollment up, and (2) spend the money or it will be reallocated. We have recently
begun to enroll eligible individuals due to our recessionary forecast. This enrollment
is probably somewhat premature but is considered necessary to tie up the funds
until we actually experience high unemployment conditions later this calendar

year.

Due to these factors and our considered judgment of congressional intent, we have
therefore recommended that Title VI either be consolidated as a special sub-part of
Title 1I-D or that it at least remain dormant until activation is indicated by
economic conditions. In either case, funds should not be available to any Prime
Sponsor until local unemployment hits 6 percent—6.5 percent and other definitive
conditions of cyclical unemployment have been met. Why have a program in oper-
ation which is intended to address non-existent conditions?

Governor ALEXANDER. It was part of the study that Governor
Snelling did with the Governors’ Association where 25 of us Gover-
nors worked with our budget departments and came up with a
series of recommendations with which I believe you are familiar, to
tn% to assist the Congress and the President in cutting the Federal
aid.

Now, we do not think that Governors ought to make those cuts,
that it would be presumptuous of us to make them, but we are
willing to help, and if you want to cut Tennessee’s State share we
can suggest $60 million in cuts that you ought to make before the
$43 million.

LEAA is an area where you can make some cuts. The job train-
ing programs are an abomination, by and large, because they fall
all over one another and because so many agencies of govern-
ment—city, State, county, and Federal—are involved.

In Tennessee, | am calling together, in Memphis, every single
agency of any government that has anything to do with job train-
ing at one meeting to see how many millions of dollars and how
many people we have falling over one another.

My guess is that if we were to administer all of that in one
program managed by whichever level of local government would be
the most effective—and I am not sure which one would—and make
that a block grant to Shelby County or Memphis, that you could
cut the dollars by 20 to 25 percent.

I am not ready to recommend that, but I might be in a year. It
would be the kind of thing that could be done, and it is the kind of
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cutting that we would recommend to you as opposed to cutting out
our only flexible money.

Senator BRADLEY. Are you in favor of more targetting of all
Federal programs?

Governor ALEXANDER. As a personal matter, Senator, not espe-
cially. You would have to tell me a little bit more about what you
mean on that.

Senator BrabLEy. Well, we have general revenue sharing. We
have targetted fiscal assistance. We have countercyclical. We have .
community development block grants. We have UDAG grants.

Setting aside the question of general revenue sharing but ad--
dressing the others, are you in favor of making the formulas very
stringent so that the moneys go to areas that are severely dis-
tressed, as defined by unemployment, tax effort, or various other
social indices?

Governor ALEXANDER. I guess the only way to answer that is yes
and no, and I do not mind saying it that way, because the country
is so diverse. I imagine there are large cities in some places in the
country where it is in the national interest to appropriate money
directly to handle specific disasters or emergencies or prop up
governments or activities that cannot fund themselves.

And while that may not be the case in Tennessee as a part of the
whole country, I would recognize that it may be necessary in some
States, and some of our Governors feel strongly that way.

As a general matter, I think there are more examples of the
need for what Senator Sasser is working on, and which you all
have talked about, which is grant consolidation, the simplification
of grants in broad areas and objectives such as health and job
training. ’

Maintain oversight by the committees of Congress. Monitor us.
Check and see how we do. I think we will spend the Federal money
better under those conditions. Howeyer, I cannot say, while it may
not affect Tennessee, that there should not be targeted fiscal assist-
ance in some parts of the country.

Senator BrRapLEY. Well, what about in revenue sharing? What
would you think about a formula which would give your State the
same amount of total revenue but require you to redistribute it
within the State differently, so that areas of more distress would
get more?

Governor ALEXANDER. I would think that would be a horrible
idea, with all due respect, because it suggests that the people of our
state do not know anything.

They elect the legislature and they elect the Governor to decide
what the most pressing priorities are, and if they can get to us and
convince us, we will do what they want, or we will make our own
judgment and take the risk at the next election.

It would be a logical thing for the Federal Congress to make a
grand decision, a large decision, that health in rural areas or job
gginixég in big cities is a priority, and we in Congress want some-

ng done.

Then we are going to trust locally-elected officials to make the
final decisions about how to best spend the money. We are going to
monitor that. We are going to use our oversight responsibility, we
can just as easily monitor the Governor and the mayor of Memphis
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and the may Knoxville as we can the regional director of
HEW or tegional director of the new Department of Education.
In fact; Congress might find that elected officials understand what
you are saying and are willing to do it more rapidly.

Senator BRrADLEY. If I understand what you are saying, you
would not support more targeting in the revenue sharing program,
but you would support Federal specifications of how the Governors
should spend Federal money in the specific categories that you
have outlined—HEW, Transportation, whatever?

Governor ALEXANDER. ] want to be careful I am not misunder-
stood on the targeting question. There may be situations in the
country where the Congress, in its wisdom, decides targeting to
specific big cities or local projects is desirable and while that is not
true in my State, it may be in others.

I want to recognize that. But except for that, the answer to your
gueation is yes. The more you can remove restrictions on what we

o with large blocks of money in areas that are your priorities, the
better we believe we can spend the money and the more money we
think you will save.

Senator Domenici suggested we pick some pilot programs and see
if we could do that, perhaps like the job training area I discussed in
Memphis. What if we worked for a couple of years and came back
to your committe> and said, look what we have been able to do. We
have made an inventory of 125 government agencies in this one
city that are spending x million dollars arid several thousand em-
gl:yees to get at this many people. This is what we would propose.

t's block all the Federal, State, and local money into one pro-
gram, pick the level of government that is the best manager, and
monitor that expense and cut the total expense by 25 percent.

Now, that would be hard to do.

Senator BRADLEY. | am waiting for the program.

Governor ALEXANDER. I am just getting started.

Senator BRADLEY. Thank you very much.

Senator Durenberger?

Senator DURENBERGER. Thank you, Governor, for your presenta-
tion. Again, it was verf' enlightening and I enjoyed meeting you at
the Intergovernmental Relations Subcommittee meeting on this
same subject.

Just one introductory comment on your response to Senator
Bradley’s last line of questioning. I agree with you totally in princi-
gle and I suppose if I were running a State like Tennessee or a

tate like Minnesota I would sure say the proof is in the gudding,
but since I have been out here living in Virginia and watc ing the
Virginia Legislature operate in obvioug ignorance of the needs of
the urban parts of this State, I guess 1 have had some reason to
question the validity of the principle.

I do not worry about it a great deal because, as you accurately
point out, the percentage of Federal revenue that is being devoted
to being shared with State and local government is dwindling to
the point where perhaps our concern with targeting is not as real
as we would sometime believe that it would be. I just think it is
offset by the incentives that the revenue sharing approach, the
block grant approach and so forth, provide for local governments.



93

Somehow I think we have insensitized to a degree those persons
who, like us, have been elected at a State and local government to
the responsibilities for spending by categorical grant programs, and
part of the desensitization would be to move more in the direction
of revenue sharing and block grants and just saying we trust you.
You go do your thing.

I do not know that we need to go through several years of pilot
projects and demonstration. I think it is instinctive in human
nature. It is instinctive in the representative process that persons
would react this way.

So I cannot compliment you nor Governor Hughes nor Governor
Byrne nor any of the other people who have been involved in this
process. I will limit my questions to the technical ones and add
another compliment.

I am continually amazed at the way people who live farther
south in this country than I do are able to treat subjects like
Senator Bentsen’s attitude toward revenue sharing in such a nice,
polite, diplomatic fashion. I have a great deal of difficulty reacting
to a Senator from a State that is living off of the funds that my
constituents are providing by way of added gas taxes and added
home heating oil prices and everything else coming in here and
threatening to dump revenue sharing for all the rest of the country
when such a big percentage of his State budget and his State’s
ability to attract {obs away from my State is being provided finan-
cially by the people who live in my State.

I just want to compliment you for, I trust, saying the same thing
but saying it in a way that would not offend Senator Bentsen the
way my reaction might.

Do the Governors favor a 4- or 5-year authorization for this
program?

Governor ALEXANDER. Our preference is for a 4-year extension,
but we would support the President’s approach.

Senator DURENBERGER. We do not know what the President is
going to come up with next week, or whenever he comes up with
something. I do not even know what the Democratic caucus has
been meeting on and what they may be coming up with in this
area, but I will rely on the chairman of this subcommittee to fight
that battle.

But if we were to do no more than reauthorize the current
program, would we be making any mistakes? Are there any
changes that the Governors feel should be made in the current
progr?m if we do not have another crack at it for another 4 or 6
years

Governor ALEXANDER. In 1 minute, let me give you the diplomat-
ic answer and the real answer.

I think the diplomatic answer would have to be, given the pres-
sures that are on the Congress at the moment to cut and the
difficulty in cutting, which we know, because we are faced with it
ourselves every day, is a simple reauthorization of the program for
4 or b years, would be something that we would strongly support
and especially in light of the fact that the President has reversed
his position—or seems to have reversed his position—and the Con-
gress is under great internal pressure to reduce spending.

62-376 0 - 80 - ?
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I think the real honest answer is that you ought to increase it.
The more you cut aid to State and local governments the more you
ought to increase revenue sharing and block grants.

Last year we had a sudden drop in AFDC payments and we had
to shift $1 million to it. The drop was cau because the Federal
Government has been cutting back on AFDC payments and we had
to have some flexible money to shift over there. If we had not had
revenue sharing in our State budget, we would have had so much
pressure on the budget that we might have had to drop it out.

We also have had to route extra money—a lot of extra money for
the last 2 years, as have most States—into local roads. That may
not seem like a great, big, overwhelming international issue in
Washington but it is the present concern there.

Those are the priorities which we have. Sol strongly believe that
the proposal ought to be, as you decrease aid to State and local
governments you should increase revenue sharing, or at least in-
crease revenue sharing combined with block grants.

Senator DURENBERGER. Thank you.

While I have you, one last question.

Mayor Carver, when he testified on the subject of State sur-
Kluses, made what I thought was a pretty good point and I do not

now whether it can be demonstrated. Perhaps you can, or the
association can. -

That is, in all of this business of socalled State surpluses we
really have not adequately addressed ourselves to the issue of
unfunded pension liabilities, both at the State and local level, and
any information that you or the association might have on that
subject, I think would not only be understood by most of us, but
would be appreciated.

Governor ALEXANDER. Senator, we would be glad to provide you
with information for the record on the pension question.

[The following was subsequently supplied for the record. Oral
testimony continues on p. 148.]
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BY THE COMPTROLLER GENERAL
Report To The Chairman,

Joint Economic Committee
Congress Of The United States
CF THE UNITED STATES

An Actuarial And Economic Analysis
Of State And Local Government
Pension Plans

At the request of the Joint Economic Com-
mittee, GAO estimated the annual cost of
future benefit payout to State anc loca!
government pension plans. Qur analysis
of several measures of financial soundness
demonstrated an increasing financial burden -
on these pension plans in the aggregate. An
increasing proportion of retirees in popula-
tion of State and local employees is a basic
cause of the problem. Varying the economic
parameters does not change this fact, but
merely changes the year .n which the problem
is tirst evident.

Our analysis is not intended to substitute for
a detailed actuarial analysis of the more than
6,600 State and local pension plans, but con-
centrates on identifying emerging trends that
should be brought to the attention of policy
makers.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20848

B~164292

The Honorable Lloyd M. Bentsen, Jr.
Chairman, Joint Econowic Copmmittee
Congress of the United States

pear Mr. Chairman:

As part of the Special Study on Economic Change, ihe
Joint Econonic Committee has asked the GAO -to estimate the
annual cost of future benefit payout to State and local
government pension plans. This report presents those esti-
mates. Forecasts of other relevant economic and demoygyraphic
factors are also presented and compared to benefit payout
projections to provide perspective. The effect of these
factors on the financial viability of State and local govern-
ment pension plans in the aggregate is discussed. No recom-
mendations are made for action by the Congress.

Copies are alsy-beiny sent to the Pension Task Force,
the President's Commission on Pension Policy, the Social
Security Administration, the Department of Labor, and others
who participated in our review process.

Si ely yours,

Awaen /Y.

' Conptroller General
of the United States
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COMPTROLLER GENERAL'S AN ACTUARIAL AND ECONOMIC
REPORT TO THE CONGRESS ANALYSIS OF STATE AND LOCAL
- GOVERNMENT PENSION FUNDS

State and local government pension plans exert
an important and yrowing influence on the
United States' economic, social, and political
fabric. These plans held roughly $108 billion
- in assets in 1975, and their nanagement will
- affect the economic security of the 13 million
) current participants as well as of future
participants.

The number of active employees in plans admin-
istered by State and local governments grew
from 1.6 million in 1940 to 11.2 million in
1975. The assets in State and local plans as
a percentage of total assets of all pension
plans grew from 13.6 percent in 1950 to 26
percent in 1975 and grew frcm 20 percent of
all government-administered plans in 1950 to -
55.5 percent in 1975. Thus, State and local
plan enrollment and assets have increased

at an even faster rate than that of all pen-
sion plans. (See p. 2.) .

CONCLUSIONS

At the request of the Joint Economic Coia-
mittee, GAO estimated the annual cost of
future benefit payout to State and local
government pension plans. Our analysis of
several measures of financial soundness showed
evidence of an increasing financial burden on
State and local government pension plans in the
aggregate. In our analysis this problem is
caused largely by the increasing proportion of
retirees in the population of State and local
government employees. Varying the economic
parameters does not change this fact but merely
changes the year in which the problem is first
evident. Furthermore, growth in employment
above the levels shown does not seem likely,
and the characteristics of the plans were pur-
- posely unchanged, since a basic tenet of the
review was to see what would happen if current
benefit and financing provisions were continued.

Tear Sheet. Upon removal, the report

cover date should be noted hereon. PAD-80-01
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Therefore, under the assumptions of this
report a worsening financial status for State
and local plans in the aggreyate is cectain.

Aggregating plans masks the differences among
them. Our projections are driven by large
plans, which are generally better funded (94
percent of the employees surveyed by the Pen-
sion Task Force were in large plans),, Smaller
plans, which often are not as well funded, are
given less weight. The Pension Task Force re- .
port estimated that only 20 percent of State
and local employees are enrolled in plans that
are fully funded by actuarial standards. 1/
Furthermore, a recent GAO report 2/ reviewed
72 State and local government pension plans
and found that $3 could not meet the fundiny
standards imposed by the Employee Retirement
Income Security Act of 1974 on private pension
plans. These facts, combined with the inexor-
able growth in the proportion of retirees,
explain why the financial status of the plans
in the aggregate begins to dereriorate in the
- ~ 21st century. Under'some conditions, the
decline is more rapid but the conclusion is
the same: if present funding practices con-
tinue, a deterioration in the financial condi-~
tion of the plans in the agyregate is likely.
The few fully funded plans should remain in
good shape, but the numerous poorly funded
plans can expect financial difficulty in this
century.

METHODOLOGY

Qur analysis is not intended to be a sub-
stitute for a detailed actuarial analysis
of the more than 6,600 State and local

pension plans, but rather concentrates on

1/The Pension Task Force was created by the Employee Retire-
ment Income Security Act of 1974 to study public employee
retirement systems. See discussion of funding techniques
on p. 43, app. 1I.

2/"Funding of State and Local Government Pension Plans: A
National Problem," U.S. General Accounting Office,
HRD-79-66, August 30, 1979.

ii
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identifying emerging trends that should be
brought to the attention of policymakers.
The basic approach was to (1) divide the
universe of over 6,600 State and local pen-
sion plans into homoyeneous subdivisions,
(2) develop prototypical plans representing
the current characteristics of State and
local government employees, (3) forecast
employment and salary levels for each sub-
division usiny reasonable assumptions about
future economic and demographic growth, and
(4) create an actuarial model to project cost
streams and employment levels for the proto-
typical plans.

Several scenarios were developed showing

the effect of varying the actuarial model's
economic and demographic parameters, such as
employment growth and the inflation rate.
Other scenarios could have been presented
showing the effect of varying othler para-
meters, but time and resource constraints
prevented further analysis. The projections
show what would happen in the aggregate if

the conditions that prevailed in the mid-1970s
were combined with reasonablie assumptions con-
cerning future economic and demographic growth.

Benefit Projections

For the base case assumptions, benefit
payments grow steadily through thke remainder
of the 20th century and then begin to grow
more rapidly after the end of the century.
(See p. 9.) Total payroll increases steadily,
being driven upward mainly by inflation. The
ratio of benefits to payroll remains roughly
constant throughout the remainder of the 20th
century. Benefits begin to grow more rapidly
after the year 2000, reaching 17 percent of
payroll in 2020. The ratio of retired em-
ployees to the total of active and retired
employees grows at a roughly linear rate

(see p. 11), increasing from 15 percent in
1980 to 24 percent in 2020. These figures
indicate an increasing financial burden on
State and local government retirement systems.



100 -~

Flow of Funds Analysis

The review's main focus was projecting the
cost to State and local qovernment pension
plans of future benefit payout. To place
benefit payout in perspective, benefit
projections were compared to contribution
and asset growth projections which allowed
a simplified flow of funds analysis.

The base case assumptions show that assets
grow throughout the 20th century but at a
much lower rate after the year 2000. (See
p. 11.) Benefits exceed estimated contri-
butions after 2012. In the 21lst century,
the ratio of assets to benefits declines
steadily until benefits exceed the sum of
asset growth and contributions in 2049.
This indicates that the plans in the aggre-
gate would not be able to meet obligations
from current income. (See p. 14.)

iv
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CHAPTER 1

INTRODUCTION

State and local government pension plans exert a sub-
stantial and growing influence on the economic, social, and
political fabric of the United States. Recent experience
ghows their growth in size and scope to be rapid. Roughly
$108 billion in assets were held by these plans in 1975. The
way these assets are managed will affect the economic security
of the 13 million current participants as well as that of
future participants.

The Special Studies on Economic Change Subcommittee of
the Joint Economic Committee is directing a study of future
econonic problems. One goal of the study is to obtain itore
accurate estimates of future outlays from pension plans and
the potential effect of these outlays on the Nation's economic
resources. The Joint Economic Committee asked us to esti-
mate the cost of benefit payouts to State and local pension
plans through the year 2020, We have based our estimates on
actuarial and economic analyses of data obtained from the
Pension Task Force Survey, the Bureau of the Census, and
other sources.

The projections presented here do not pretend to pre-
dict future events exactly. Their purpose is to provide a
better understanding of emerging financial problenms, given
reasonable assumptions about future economic and demographic
changes. The projections are a result of aggregating all
State and local government pension plans into two prototypes.
Aggreyating masks differences among plans, but allows a clear
look at long-term trends so that problems can be addressed
before they become worse. Note, however, that to an extent
well-funded plans offset poorly funded plans; even when the
plans are financially sound in the aggregate, some plans will
be in serious financial straits.

GROWTH OF PUBLIC PENSION PLANS

The development of employee retirement systems began in
the public sector. Before the turn of the century, groups of
policemen, firemen, and teachers were covered under service-
related retirement systems in New York, Boston, and other
cities. Over 12 percent of the large State and local plans
now in operation were established before 1930.

Social Security was instituted in 1935 but was not ex-

tended to State and local yovernment employees. Nearly one-
half of large State and local plans were established during

1 -
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1931 to 1950 when Social Security coverage for public
employees was being debated. Over one-third of the large
plans began or underwent a major restructuring after 1950
when State and local employees were given the option to join
the Social Security System. 1In contrast, nearly two-thirds
of the small plans were started after 1950 and nearly one-
fourth since 1970.

The number of active employees in plans administered by
State and local governments grew from 1.6 million in 1940 to
11.2 million in 1975. The assets held by all pension plans
in the U.S. {including Social Security) totaled over $400
billion in 1975, up from $38 billion in 1950. The assets in
State and local plans as a percentage of total assets of all
pension plans grew from 13.6 percent in 1950 to 26 percent
in 1975. As a percentage of all government-administered
plans, State and local plans grew from 20 percent in 1950 to
55.5 percent in 1975, Thus, while enrollment and assets in
all pension plans have grown substantially, State and local
plan enrollment and assets have increased at an even faster
rate. This increase is largely the result of the substantial
overall growth of State and local government in the last 20
years.

GROWING CONCERN OVER
PENSICN PLAN PERFORMANCE

As the number of people depending on pensions for future
financial security grew, concern developed about the integrity
of pension plans. In the 1960s, public awareness was height-
ened by news articles describing various abuses by the adnmin-
istrators of penzion plans. Few plans actually failed. More
frequent were complaints about restrictive age and service re-
quirements, mismanagement of funds, and termination of cover-
age for employees who were close to retirement.

The closing of the Studebaker plant in South Bend,
Indiana, in 1964, which inflicted heavy pension losses on
workers, led to congressional hearings. Subsequent hearings
on related pension concerns preceded the passage of the Em-
Ployee Retirement Income Security Act (ERISA) on Labor Day,
1974. Although this law does not require that an employer
have a pension plan, it does provide partial protection to
the participants in plans by setting standards for partici-
pation, vesting, funding, and fiduciary responsibility.

The Congress chose not to include public retirement sys-
tems in the provisions of ERISA. Two reasons for this deci-
sion were the small number of complaints from public bene-
ficiaries and the absence of reliable information about public
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plans. However, the Congress did create the Pension Task
Force to investigate public pension plans. Data gathered by
GAO far the Pension Task- Force were a basic data source for
this report.

A bill was introduced in the 94th Congress that prompted
hearings on public pension systems. Because of its similar-
ity to ERISA, it was referred to as the public Employee Re-
tirement Income Security Act. PERISA bills have been intro-
duced in subseguent sessions of Congress, and President Carter
has appointed a conmission to develop a national policy for
both public and private pension plans.

SCOPE OF THIS REVIEW

Our primary source of information is data collected by
GAO for the Pension Task Force Report issued in March 1978.
We also collected data from the Bureau of the Census, the
Bureau of Labor Statistics, and other sources. Chapter 2
discusses our methods of estimating future employment and
salary levels of State and lccal government employees, creat-
ing prototypical pension plans, and forecasting the future
costs of State and local pension plans.

To place the projections of benefit payouts in perspec-
tive, we compared them to projections of contribution and
asset growth, which allowed us to make a flow of funds analy-
sis. Chapter 3 summarizes the benefit payout projections
and the flow of funds analysis. Several scenarios are pre-
sented coveriny a wide range of economic and demographic
assumptions. Data limitations prevented.a detailed actaarial
analysis; our analysis is descriptive of the yeneral financial
conditions of the plans in the aggregate as rneasured by cer-
tain rough measures discussed in Chapter 3.

Appendix I contains information on the projections of
State and local government employment and salary levels.
Appendix I1 provides technical information on the develop—
ment of the model to project benefit payout and other ac-
tuarial variables.
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CHAPTER 2
METHODOLOGY

We developed our estimates of the future cost of State
and local government pension plans by

--dividingy the universe of 6,630 State and local pension
plans into homogeneous subdivisions and determining
the characteristics of the two prototypical plans
that could be used to estimate the future costs of all
plans;

--forecasting employment and salary levels for each
subdivision; and

--creating an actuarial model to project benefit streams
J for these prototypical plans..

TG determine the number and characteristics of the prototypi-
cal plans, we aralyzed the Pension Task Force survey data and
other sources. 1/ Forecasts of employment and salary levels
for State and local government employees were based on an
ecqnometric analysis of historical data from the Bureau of the
Census and forecasts from a national economic model. 2/

The characteristics of the prototypical plans and the
forecasts of employment and salary levels were used as inputs
to the actuarial model that projected benefit payout for
State and local government pension plans. We developed the
actuarial model for age and service retirees for large plans,
and extended the results to the universe of all plans. Social
Security benefits are not included in our estimates, because
the plans were not integrated with Social Security to any
appreciable degree.

CHARACTERISTICS OF PROTOTYPES

. A review of the Pension Task Force survey and other
material led us to conclude that two prototypes would be
necessary-—-one representing teachers' plans, another repre-
senting those of other State and local government employees.
We desiyned the types to conform initially to data collected
by the Pension Task Porce survey. The prototypes began in
the base year 197% with the characteristics shown in table 1.

1/See appendix I1.

2/See appendix I. It was our judgment that historical growth
levels would not continue unabated.
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Table 1

Membership, Benerits, and Salaries
for 1975 for the Two Prototypes

Other State

and local
Characteristics Teachers employees
Active membership 2,480,772 5,333,925
Retired membership a/ 401,841 788,024~
Total benefit
payments (millions} $2,300 $3,200
Total payroll (millions) $25,500 $45,100
Average annual
salary $10,275 - $8,451

a/Age and service retirees only.

Other data sources were used for areas that the Task
Force survey did not cover. The age and sex distributions

of the active populations were based on the Census Bureau's
“Current Population Survey" (January 1978). For age and
benefit distributions of the 1975 retirees, we aggregated
data from actuarial valuations of certain large State, local,
and teachers' retirement systems. Based on a review of 23
large plans conducted by the Pension Task Force, we set the
post-retirement cost-of-living adjustments at half the future
increases in the cost-of-living index. The Unisex Pension
1974 Table (adjusted for varying male-female ratios and future
improvements in mortality) was used for mortality rates.
Information on ancillary benefits was obtained from the
Census Bureau. _

PROJECTION OF SALARY AND

EMPLOYMENT LEVELS

To capture the effect of different growth patterns among
different regions of the U.S. and among different categories
of State and local employees, we projected salary and employ-
ment levels for the four U.S. census regions and for six
State and local government employment categories. Employment
categories were aggregated into two prototypes for the actuar-
ial model discussed in the next section.
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. Real per capita income correlates with several factors
{such as urbanization, education, real per capita Federal
Government transfers) that affect State and local govern-
ment employment, and therefore is used as a proxy for all
“these factors. Our econometric model forecasts employment
‘per million population as a function of real per capita in-
-come. By constraining the amount of employment per million
_population, an upper limit to the income effect is achieved,
thereby constraining the future growth rate to a level lower
“than that found in the historical data.

: - The average annual salary in each employment category of
. State and local government in each of the six reyions is based
on fixed salary scales which are periodically increased for
cost-of-living adjustments. Increases in the averaye nominal
salary reflect increases in average years of experience, ur-
banization, cost of living,. productivity improvements, and
-overall labor market conditions. The averaygye nominal salary
in each employment category in each region is considered as

‘a function of two broadly classified cateyories--the cost-of-
-1living index and other factors. Factors other than the cost
‘of living adjustment correlated highly with regional real

per capita income, and hence, we used the real per capita
income in each region as a proxy for all the independent vari-
“ables that can explain the variation in the real annual aver-
age salary.

The projections of State and local employment and salary
levels, along with the national cost-of-living index, were
the primary economic and demographic inputs for the actuarial
‘model to project future benefit payout.

MODEL TO PROJECT BENE?IT PAYOUT

The characteristics of the prototypical plans and the
‘projections of employment and salary levels were used as in-
puts to the actuarial model to estimate future benefit payout.
Within each prototype, we projected benefits for three groups--
persons retired in 1975, active employees in 1975, and new
_entrants after 1975. Projections of the growth in teachers'
i..and in State and local governments' work forces determined the
‘number of new pension plad entrants needed each year in the
future. v
To the first group, those retired in 1975, we assigyned
an initial age and benefit distribution, and then “"aged™ the
group usiny our assumed mortality rates. A projection of in-
flation through 2020 was used to give the surviving retirees
post-retirement cost-of-living adjustments. The total payrolT
‘{average salary times number of employees) was distributed
initially amony the active employees using a merit scale to

1
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reflect "a typical worker's career salary progression,
neglecting inflation.

The active employees in 1975 and the new entrants who
"gurvived® to retirement were accorded a benefit using the
average benefit formulas constructed from the Task Force
data. Retirement ages were spread uniformly over a 10-year
period, with the median age determined by a review of actuar-
ial valuations and plan provisions. Entry ages were set at
30 and 34 for the teachers' and the State and local proto-
types. Note that they represent the average entry age for
a typical retiree and not for a typical new entrant. The
benefit formulas, entry ages, and retirement ages resulted
in an average replacement ratio {that is, percentaye of final
compensation) of 52 percent for teachers and 50 percent for
State and local retirees. Pinal compensation in both proto-
types was the average of the last 4 years' salary.

The assumed benefit formulas were applied only to those
employees retiring on aceount of age and service. Further-
more, the benefits so generated were confined to the modeled
population--that is, large, defined benefit 1/ teachers' and
State and local pension plans. Before a projection for all
6,630 plans could be obtained, the benefits had to be in-
creased to take into account ancillary benefits 2/ and those
plans (and members) outside the modeled population.

From 1970 to 1975 contributions to State and local pen-
sion plans increased but at a slower rate than benefits. As
a percentage of payroll, however, contributions stayed roughly
constant while benefits grew steadily. The Pension Task
Force survey showed that contributions were approximately 15
percent of payroll in 1975 for large plans. For the flow of
funds analysis, we assumed that this rate would continue -
through 2020. This assumption shows what the 1975 contribu-
tion level might lead to if allowed to continue unchanged.

1/A defined benefit plan is one in which a participant's
benefit is computed by a formula relating such factors as
pay, age, and years of service. In contrast, a defined
contribution plan is one in which the contribution is fixed
and a participant's benefit is determined by such factors
as the plan's investment earnings and annuity purchase
rates at retirement.

2/ancillary benefits include disability and survivor benefits
and withdrawal payments. Data were obtained from the
Bureau of the Census for 1974 through 1977.
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The Pension Task Force survey showed that State and
local government pension plans held $108.3 billion in assets
in 1975. A rate of return on assets of 7.5 percent 1/ was
assumed for the base case, and assets were projected by addiny
contributions and interest income and subtracting benefit pay-
ments each year.

- Several scenarios were developed showing the effect of
‘varying several key parameters of the actuarial model. The
effect of varying the growth rate for State and local govern-
ment employment is discussed in the text. The effect of
varying the inflation rate is discussed only in general terms
because of the subjective judgments involved in applying dif-
‘ferent inflation rates to the model. Other scenarios could
be presented showing the effect of varying other parameters,
but time and resource constraints prevented further analysis.

1/Since the assumed average inflation rate is 7.18 percent
per year for the projection period, a small amount of real
growth (that is, growth above the level of inflation) is
allowed although this level of growth has not always been
achieved in the recent past.
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CHAPTER 3
RESULTS

The review was directed primarily toward projecting the
future cost of benefit payout for State and local government
pension plans. In the course of the review, projections were
also made for the total number of active (contributing) em-
ployees, total age and service retirees, and total payroll.
Finally, contributions and asset levels were projected to
allow a flow of funds analysis that provides perspective
for the benefit projections.

BASIC PROJECTIONS

The projection of benefit payout was made using the
parameters determined by the analysis of salary and employ-
_ment levels, the long-term trends estimated by the national _
economic model, and-the basic characteristics of the proto-
typical plans. The assumptions underlying the national
economic model affect the projections of State and local gov-
ernment employment and salary levels. The model's basic
economic assumption is that the economy will grow steadily
at about 2.5 percent (except for a small downturn in 1980),
leading to a balanced Federal budget in the mid-1980s. State
and local government employment is projected to continue
growing through 2020, but the rate of growth declines sharply
after 1990. Nonetheless, employment will increase by 62 per-
cent from 1980 to 2020. (The ratio of State and local govern-
ment employment to total U.S. population will only increase
from 5.3 percent in 1980 to 6.6 percent in 2020.) The aver-
age salary in 2020 is 20 times greater than the 1980 salary,
the result of an average annual inflation rate of approxi-
mately seven percent and a real growth rate of about one per-
cent per year. 1/

The elements of the prototypical plans are summarized in
chapter 2 and detailed in appendix II. This information is
used as a starting point for the projection of benefit payout.
The projections show what would happen in the aggregate if
the conditions that prevailed in the mid-1970s were combined
with reasonable assumptions concerning future economic and
demographic growth.

.

\

1/The inflation rate is 7 percent after 1995 and is higher
before that year. The average annual inflation rate is
7.18 percent overall. Real_salary growth also fluctuates
with an average annual yrowth rate of 0.90. T

9
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Table 2

Benefit Payout Projections
Base Case Assumptions

1980 1985 1990, 1995 2000 2005

Total benefit payout. ’

(billions of dollars) 13 28 47 69 101 173
Total payroll

(billions of dollars) 162 274 466 748 1160 1768
Benefitsﬁas a percentage '

of payroll 8 10 10 9 9 10
Active employees

(millions) 11.6 13.0 14.2 15.3 16.1 16.9
Retired employees

(millions) 2.0 2.6 2.9 3.0 3.0 3.4
Retired employees as a

percentage of total

active and retired

employees 15 17 17 16 16 17
Average annual percentage 7.18 Average annual percentage

increase in salary increase in employment

(inflation) growth
Average annual percentage 0.90 Average annual percentage

increase in salary (real)
nent

U S S SR

2010 2015
341 613
2629 3905
13 16
17.7 18.4
4.3 5.3
20 . 22
1.37
3.59

increase in post retire-

2020

995

5809

17

19.1

24

4
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Benefit projections

Table 2 shows the basic projections. Benefit payments
grow steadily through the remainder of the 20th century and
then begin to grow faster in the 21st century. Total payroll
increases steadily, being driven upward primarily by infla-
tion. Benefits as a percentage of payroll remain roughly
constant throughout the 20th century and begin increasing
after the year 2000, as benefits grow at a more rapid rate.
As this ratio increases, the financial burden on State and
local government pension systems increases. A steadily in-
creasing ratio of retired employees to the total number of
active and rétired employees is the basic cause of this
phenomenon.

The ratio of retired employees to the total number of
active and retired employees grows at a roughly linear rate
except for a period early in the 21st century. 1/ As men-
tioned in chapter 1, pension plan enrollment grew rapidly
beginning in the 1940s until, by 1975, over 90 percent of
all government workers were enrolled in public pension plans.
During this same period, there was a trend toward early re-
tirement and a gradual increase in the average lifespan in
the U.S5. These factors helped cause an overall "maturing®
of State and local government pension plans as evidenced by
the growing proportion of retired members. Figure 1 shows
that this trend is forecast to continue through 2020.

Flow of funds analysis

To place benefit payout in perspective, we computed a
flow of funds analysis. Table 3 shows the results for the
base case. Total assets grow throughout, but at a rapidly
decreasing rate during the 2lst century. Benefit payout
exceeds contributions after 2012, The ratio of assets to
benefits-has been suggested as a rough measure of financial
soundness for individual plans, with 15 to 1l or 10 to 1l as a
minimal level of funding. 2/ For the base case assumptions,

1/The downturn around the year 2000 stems from the original
distribution of State and local employees. The age groups
35 through 55 start with roughly the same number of em-
ployees. Consequently, fewer of the younger ones actually
make it to retirement. Because the possible retirement
ages are centered at age 60, there is a significant decline
in the number of new retirees in the 1990s, causing a cor-
responding decrease in the total number of retirees.

2/Pension Task Force Report, p. 150.

11
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Table 3

Flow of Funds Analysis

Base Case Assumptions

1980 1985 1990 1995 2000 2005 2010

Assets (billions of ' '

dollars) 182 329 562 975 1703 2919 4648
Percentage growth in

assets from previous

year 12 11 12 12 11 9
Contributions (billions

of dollars) 24 40 68 110 170 259' 385
Benefits (billions of

dollars) 13 28 47 69 101 173 341
Ratio of assets to '

benefits 14 12 12 14 17 17 14

Average annual percentage increase

in selary (inflation) a/

i

Average annual percentage increase

in salary (real)

Average annual percentage increase

in employment growth

7.18

0.90

'

1.37

{
a/1975 is the base year for all forecasts shown in this report.

2015

6757

572

613

11

2020

9231

851

995

Assumed average annual rate of
return on assets

Average annual percentage increase
in cost of living

11144
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i jn ‘ratio begins at 14 to 1 in 1980 and fluctuates throughout

<he remainder of the 20th century. In the 218t century, it

1ecteases steadily reaching- a level of 9 to 1l in 2022. Thgzo
After 2

| alysis was continued to 2050 for the base case.
ie ratio of assets to benefits declines steadily until bene-

,ts exceed the sum of asset interest and contributions in
'049, showing that the plans in the aggregate would not be
gple to meet obligations from current income. The projected

cline In the ratio of assets to benefits and the fact that
nefit payments exceed the sum of asset interest and contri-
~utions in 2049 are evidence of a lack of financial soundness
=N State and local government pension plans in the aggre-
ate. 1/
= EFFECT OF VARYING SOME KEY PARAMETERS

The assumptions used to project the economic and demo-

graphic factors are deliberately conservative in the sense

at they postpone the financial difficulties caused by the
lncreasing proportion of retirees as discussed previously.

& ‘employment growth rate used for-our basic. analysis allows
§tate and local government employment to continue growing
vhroughout the projection period, though at a much slower
te than recent historical rates of growth. Lowering this
,gowth rate has the effect of making the financial decline
cur sooner, in the 20th century.

. FPurther, the inflation rate shown favors the financial

§Bundness of the plans, and the interest rate applied to asset
,rowth is sufficient to allow a small amount of annual real
growth. Many State and local government pensxon funds have

—Not grown more rapidly than the inflation rate in recent
years. A lower employment growth rate, inflation rate, or
interest rate for asset growth would further exacerbate the

financial difficulties.

The characteristics of the prototypical plans used for

e benefit projections and the flow of funds analysis are
-gased on our analysis of the Pension Task Force data and other
‘gources and represent typical provisions in the mid-1970s.
The effect of lowering the projected growth rate or changing
=he inflation rate or the manner in which it is applied to

he projections is discussed in subsequent sections. Varying

his simplified flow of funds analysis cannot be a sub-
titute for a detailed actuarial analysis of the 6,600
“individual pension plans. Our analysis concentrates rather
n identifying emerging trends that need to be brought to

the attention of policymakers.

14
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the characteristics of the prototypical plans is not dis-
cussed: our analysis is designed to show what would happen
if the typical charactgristics of the pension system in the
1970s was projected into the future. 1/

Lovwer Employment Growth

For the base case, growth is limited after 1990 by a
1imit on growth in per capita employment. To test the sen-
sitivity of the projections to a change in the employment

- level, we developed a second scenario that limits per capita
employment in most cases to the averayge level attained by
1980. In this scenario, we curtailed the growth of per
capita employment throughout the projection, and employment
grew 47 percent from 1980 to 2020. Table 4 shows the esti-
mates. The total number of active employees reaches 16.9
millfon by 2020 compared to 19.1 million for the base case
estimate. Retirees, who are affected less by this change,
reach 5.8 million in 2020 instead of 6.1 million.

The number of retirees is affected less than the number
of actives because no new entrants are assumed to retire until
the 21st century. During the 20th century, the retirees come
primarily from the active employees in 1975. The first new
employees hired after 1975 take a minimum of 24 years to re-
tire. Growth in the total number of active employees is
achieved by adding new entrants. As a result, the forecast
number of retired employees remains the same for any scenario
until the year 1999, when the effect of new 1975 entrants
retiring is first felt. -

An extension of the lower growth-rate scenario is a zero
growth-rate scenario. Table 5 presents this result, assuming
the 1975 employment level. Retirees as a percentage of the
total increase dramatically in this case.

We performed a flow of funds analysis for both the lower-
growth and the zero-growth cases. Flow of funds estimates for
the lower-growth case (table 6) reveal that benefits exceed
.contributions after 2010, or 2 years earlier than in the base
case, and that the ratio of assets to benefits declines very
rapidly in the 21lst century, reaching a level of 8 in 2020.

1/The sensitivity to changes in the contribution rate was
tested. If the contribution rate is_changed from 14.65
percent of payroll (as shown in the historical data) to
16 percent, the asset to benefit ratio changes from 9 tol
as shown in Table 3 to 12 to 1 for 2020 and the year in
which benefits first exceed contributions changes from
2012 in the base case to 2016,

- 15
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' Table 4 -

Benefit Payout Projections
Lower Growth Rate Scenario

1980 1985 1990 1995 2000 2005 2010 2015 2020

Total benefit payout
(billions of dollars) 13 28 47 69 101 172 '333 583 927

- Total payroll -
: (billions of dollars) 159 264 440 696 1067 1605 2361 3476 5134

Benefits as a percentage
I of payroll 8 11 11 10 9 11 14 17 18

Active employees
{millions) 11.5 12.4 13.4 4.2 14.8 15.3 15.9 16.4 16.9

91
611

Retired employees
(millions) 2.0 2.6 2.9 3.0 3.0 3.3 4.2 S.1 5.8

Retired employees as a '
percentage of total
active and retired

employees 15 17 18 17 17 18 21 24 25

Average annual percentage Average annual percentage increase
increase in salary ' in employment growth 1.01
(inflation) 7.18

Average annual percertage increase
Average annual percentage in post-retirement cost of living
increase in salary (real) 0.90 adjustment 3.59
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Table 5

Benefit Payout Projections
Zero_Growth Rate Scenario

1980 1985 - 1990 1995 2000 2005 2010' 2015 2020
Total benefit payout
(billions of dollars} 13 28 47 69 101 167 299 478 701
Total payroll
(billions of dollars) 148 226 351 524 766 1101 1554 2217 3191
Benefits as a percentage
- of payroll 9 12 13 13 13 15 20 22 22 §§
-3 '
Active employees (millions) 10.4 10.4 10.4 10.4 10.4 10.4 10.4 10.4 10-.4
Retired employees {millions) 2.0 2.6 2.9 3.0 3.0 3.3 3.9 4.3 4.5
Retired employees as a ’
percentage of total active
and retired employees 16 20 22 22 22 24 27 29 30
‘ Average annual percentage increase Average annual percentage increase
in salary (inflatioh) 7.18 in employment growth 0.00
' Average annual percentage increase Average annual percentage increase
in salary (real) 0.90 in post-retirement cost of living

adjustment 3.59
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Table 6

Flow of Funds Analysis
Lower Growth Rate Scenario

1980
Assets (billions of
dollars) 182
Percentage growth in
assets from previous
year 13

Contributions (billions
of dollars) 24

Benefits (billions of
dollars) 13

Ratio of assets to
benefits 14

Average annual percentage
increase in salary
(inflation)

Average annual percentage
increase in salary (real)

Average annual percentage
increase in employment
growth

~

1985 1990 1995 2000 2005 2010 2015 2020

329 542 915 1559 2611 4048 5702 7522

11 11 11 11 10 8 6 5
39 65 102 156 235 346 509 752
28 47 69 101 172 333 583 927
12 12 13 15 15 12 10 8

Average annual percentage increase

in cost of living 3.59
7.18
Assumed average annual rate of
return on assets 7.50
0.90
l.01

121
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Table 7

Flow of Funds Analysis
Zero Growth Rate Scenario

1980 1985 1990 1995 2000 2005 2010 2015

assets (billions of dollars) 180 304 465 701 1061 1575 2103 2404
Percentage growth in assets
from previous year 13 10 9 9 9 8 S 1
sontributions (billions of
dollars) 22 33 51 77 112 261 228 325
)
gBenefits (billions of 13 28 47 69 101 167 299 478
dollars)
Ratio of assets to benefits 14 11 10 10 11 9 7 5
Average annual percentage increase Average annual percentage increase
in salary (inflation) 7.18 in cost of living
Average annual percentage increase ' Assumed average annual rate of
in salary (real) 0.90 return on assets

Average annual percentage increase
in employment growth , 0.00

2020
2349

-2
467
701

3.59

7.50

(48
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For the zero growth case (table 7), the situation is worse.
Lowering the assumed growth rate in State and local govern-
ment produces a distinct deterioration in the financial condi-
tion of .the plans in the aggregate. Figure 2 displays this
effect,

Inflation

The effect on the forecasts of varying the inflation
rate depends on the extent to which the changes in the rate
are passed through to the active and retired populations.

We based our forecasts of salary increases on historical wage
rates adjusted for changes in productivity and the cost of
living. A limited survey taken by the Pension Task Force

of 23 large retirement systems (with total 1975-76 active
membership of 4.5 million) reveals that post-retirement ad-
justments from 1969 to 1978 averaged about one-half the N
increase in the Consumer Price Index.

Our analysis of the limited Pension Task Force survey
shows that most post-retirement cost-of-living adjustments
were either ad hoc or automatic with annual increases. The
weighted average of all cost of living adjustments was approx-
imately half the average CPI increase from 1969 to 1978.

. Accordingly, for the analysis presented in this report, we
gave half the annual increase in the cost of living 1/ to
retirees. Since inflation rates are currently much higher
‘than in the immediate past, it could be argued that employees
will demand cost-of-1living increases nearer to the inflation
rate. . -

We used a long-term inflation rate of 7 percent. Appro~
priate monetary and fiscal policy could lower -the rate; how-
‘ever, 7 percent is conservative for our purposes: since only
half the cost-of-living increases s passed through the model
to retirees, a Kigher inflation rate increases payroll more
than benefits and further delays any difficulties that would
be encountered by the plans in the aggregate. Giving retirees
- a higher percentage of future increases in the cost of living
or lowering the projected inflation rate would exacerbate the
financial difficulties discussed previously in this chapter. 2/

1/See p. 29 of app. 1 for a discussion of the cost-of-living
index used.

2/For example, if the inflation rate is changed to an average
- yearly rate of approximately 4.5 percent and all other paran-
eters are unchanged, the ratio of benefits to payroll in-
creases to 22 percent in 2020, up from 19 percent in the base
case,

20
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SUMMARY AND CONCLUSIONS

We have concentrated primarily on projecting bénefit
payout to employees covered by State and local government
pension plans throuyh the year 2020. Our base case assump~
tions estimate that the ratio of benefits to payroll would
increase from 8 percent in 1980 to 17 percent in 2020. The
ratio of retired employees to the total of retired and active
employees increases from 15 percent in 1980 to 24 percent in
2020. These figures indicate an increasing financial burden
on State and local government retirement systems.

To place benefit payout in perspective, a simplified
flow of funds analysis was also computed. For the base case,
the ratio of assets to benefits begins to decline in the 21st
" century until by 2049 benefits exceed the total of asset
growth and contributions, showing that the plans in the aggre-
,gate would not be able to meet obligations from current

ncome.

o The increasing ratio of benefits to payroll, the decline
in the ratio of assets to benefits, and the fact that bene-
“ fit payout exceeds the sum of asset growth plus contributions
- in 2049 for the base case are all evidence of an increasing
financial burden on State and local government pension plans
in the aggregate. In our analysis this problem is caused,
to a large extent, by the increasing proportion of retirees
in the population of State and local government employees.
Varying the economic parameters does not change this fact
-but merely changes the year in which the problem is first
. evident. Purthermore, growth in enployment above the levels
-shown does not seem likely and the characteristics of the
-plans were purposely unchanged. Therefore, under the assump~
tions of this report a worsening financial status for State
and local plans in the aggregate is foreseen. -

Aggregating plans masks the differences among them. Our
projections are driven by large plans, which are generally
better funded (94 percent of the employees surveyed by the
‘Pension Task Force were in large plans). Smaller plans,

which often are not as well funded, are given less weight.

The Pension Task Force estimated that only 20 percent of State
and local employees are enrolled in plans that are fully
funded by actuarial standards. 1/ Furthermore, a recent GAO

1/See discussion of funding techniques on p. 43 of app. II.

22
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report 1/ reviewed 72 State and local governuent pension plans
and found that 53 could not meet the funding standards imposed
by BRISA on private pension plans. These facts combined with
the inexorable growth in the proportion of retirees explain
why key measures of the financial status of the plans in the
aggregate begin to deteriorate in the 21st century. Under
some conditions, the decline is more rapid but the conclusion
is the same: if present funding practices continue, a deteri-
oration in the financial condition of the plans in the aggre-
gate is likely. The few fully funded plans should remain in
good shape, but the numerous poorly funded plans can expect
financial difficulty in this century.

L/'Funding of State and Local Governnment Pension Plans: A
National Problem," U.S. General Accounting Office,

HRD-79-66, August 30, 1979.
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PROJECTION OF SALARY AND EMPLOYMENT
LEVELS FOR STATE AND LOCAL GOVERNMENT EMPLOYEES

State and local government employment and salary levels
were estimated based on econometric analysis of long-tern
economic trends of historical data obtained from the Bureau
of the Census. FPorecast trends obtained from the Data Re-
sources, Inc., national economic model were used as inputs
to forecast future employment and salary levels. To capture
the effect of different growth patterns among different re-
gions of the U.S. and among different categories of the State
and local government employees, four regions of the U.S. and
six employment categories were considered. Employment cate-
gories and regions were aggregated for the actuarial model
discussed in appendix II. -

Table 8 shows the growth in State and local government
employment as forecast by our model. State and local govern-
ment employment is forecast to increase as a percentage of
total U.S. population, but the rate of growth is considerably
lower after 1990. The Bureau of Labor Statistics has esti-
mated that total State and local government employment for
the U.S. will reach 13.7 million by 1990. The estimate of
14.2 million shown in table 8 compares well with that esti-
mate. i

Figure 3 and table 9 show expected total State and local
government employment by region for the period 1960 to 2020.

Table 8
u.s. Employment and State and Local

Government Employment
1960-2020

State and Local
Government ™
Total State and Employment as a
-~ Total U.S. Local Government Percentage of Total

Year Population Employment Population
{millions)” (millions)
1960 180.4 5.6 3.1
1970 204.1 8.5 4,2
1980 222.0 11.6 5.2
1990 243.3 14,2 5.8
2000 264.1 16.1 “6.1
2010 274.8 17.7 6.4
2020 289.6 19.1 6.6

Source: U.S. population is DRI, State and local employment
estimated by GAO.

24
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Table 9

State and Local Governament Employment
y Kegion and For U.5., for
the Period 1960 - 2020 at an
Interval of Five Years

(in WilIions)

North - U.s,
Year Northeast Central South West Total
1960 1.391 1.530 1.629 1.021 5.571
1965 1.679 1.899 2,061 1.297 6.936
1970 2.079 2.278 2,577 1.594 8.528
1975 2.316 2.596 3.266 1.933 10.111
1980 2.531 2.923 3.866 2.266 11.585
1985 2.724 3.203 4.406 2,608 12,941
1990 2.876 3.455 4.918 2.947  14.196
1995 2.960 3.635 5.356 3.253  15.204
2000 a/ 3.016 3.7718 5.744 3.538 16.076
2005 .3.065 3.903 6.118 3.817 16.903
2010 3.099 4.005 6.488 4.102  17.694
2015 3.127 4.085 6.851 4.392° 18.455 -
2020 b/ 3.144 4.132 7.181 4.669 19.126

a/Alicia H, Munnell and Ann M. Connolly of the Federal Reserve
Bank of Boston projected local and State government employ-
ment of 22.8 million in the year 2000. Their projections
are based on: an increasing ratio of employment in educa-
tion to population in the 5-24 year age group and an in-
creasing ratio of employment in the noneducation sector to
population in the 25 year and older age groups. Their
projected number is the total of permanent and part-time
employment whereas our estimate Is for full time equivalent
engiozee . _Their ratios are projected to increase by a
constant amount whereas ours are nonlinear. The popula-
tion projections used by them are different than ours. Thus
their figures are not comparable with ours.

b/The medium (of low, medium, high) projection of employment
by the Social Security Administration for the year 2020 is
149,.2 million. This estimate is based on their popula-
tion projection of 297.4 million. We used the Bureau of
.Census medium population projection of 289.6 million. The
percentage of total local and State government employment
(as projected by GAO) to total employment (as projected by
Social Security Administration) for the year 2020 is 12.82.
This percentage will be a little higher if the GAO estimate
of local and State government employment is based on the
population projection used by Social Security Administra-
tion. This percentage appears to be reasonable in view
of the fact that the share of local and State government
eaployment in the total employment is expected to stabilize
because of proposition 13. This is also clear from the fact
that the percentage of local and State government employ-
ment to total population does not substantially increase
in the next 45 years. This percentage was 4.74 in 1975
and is projected to be only 6.604 for the year 2020.

26
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Although total State and local government employment for the
s is forecast to almost double between 1975 and 2020, the 3
total employment figure hides significant regional variations. F
growth rates in the South and West are higher e
fod 1960 to 1980 because of the rapid increase
£1N- . The growth rates in all
tegions are projected to drop off durinyg the next two periods
from 1980 to 2000 and 2000 to 2020. This decline is due to the
slower increase in population compared to the previous period
and the tapering-off in the growth rate for real per capita
income. Figure 4 shows real average annual salaries by region
as forecast by GAO based on DRI projections of regional per
capita income. The average annual salary is forecast by ad- Z
justing the estimated real averaye annual salary for cost-of- . L

living increases.

INPUTS OBTAINED FROM NATIONAL
ECONOMIC MODEL OF U.5. ECONOMY

. As described in the previous paragraph, the Data Re-
sources, Inc., national and regional economic models were
used to obtain forecasts of U.S. population and real per
capita income by census region. These forecasts were in turn
used as inputs for our econometric model that estimates em-
ployment and salary levels for State and local government

employees.

. The results of our model are based on the assumption
that the underlying trends in the economy are actually re-
flected in the forecasts produced by the DRI nmodel. This
premise requires that the economy not be subject to any major
disruptions, such as a curtailment of oil supplies, rampant
inflation, war, natural catastrophe, and the like. DRI's
basic economic assumption is that the economy will grow
_steadily at an average annual rate of 2.5 percent, leading

to a balanced Federal budget in the mid-1980s.

Two important determinants of long-term economic growth
that are critical for our estimates are demographic forecasts
and the forecast of the potential output of the economy.
pemographic estimates used by the economic model are based
_on the population statistics contained in the Census Bureau's
. Series II projections. The dominant element in the Series II
projections is the fertility rate, Census forecasts that

the total fertility rate will gradually increase from 1.8 in
1976 to 2.1 in 2015. Net immigration is assumed to stabilize
at about 20 percent of total population growth.
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. Figure 4
Real Average Salaries of Local and State Government Employees by
THOUSAND Region for Selected Years During the Period 1960-2020
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o Pigure 5 shows the total U.S. population and the

" population by census region as obtained from the national
economic model and a forecast by the Social Security Adninis-
tration. The Social Security forecast is slightly higher
than the national economic model forecast. Both forecasts
of total U.S. population show a slowdown in the rate of popu-
lation growth. Regional population growth as forecast by the
DRI national economic model provides for slow growth in the
north-central region, substantial growth in the western and
southern regions, and a modest decline in the northeast
region.

The other important factor is the forecast of the poten-
tial .output of the economy. The DRI model's forecasts of
fnflation and real GNP growth rates are similar to Social
Security Administration estimates of these variables. The
. DRI model forecasts a long-term real GNP growth rate of 2.5

percent and a long-term inflation rate of 4.5 percent 1l/;
- the Social Security Administration 2/ forecasts 3.0 percent -
and 4.0 percent, respectively, for real GNP and inflation.
Recent, persistent economic events have forced the choice
of a higher inflation rate. An inflation rate of roughly
7 percent was chosen as representative of recent trends.

The following sections present the projections of State
and local government employment and salary growth along with
a detailed description of the employment and salary model's
structure and assumptions.

_ 1/The national economic model uses the personal consumption
deflator while Social Security uses CPI. The personal con-
sumption deflator is a broad-based inflatfion index used to
deflate total personal consumption expenditures for all
consumers, not just inflation's impact on urban consumers
as measured by the Consumer Price Index (cp1). For a 25-
year forecast period {1979-2003), the average annual rate
of increase in the personal consumption deflator is 0.4
percent below the respective forecast of the Consumer Price
Index - All Urban Consumers.

2/1978 Annual Report of the Board of Trustees, Old-Age and

survivors Insurance and Disab ty Insurance, P- 24. The
econowic assumptions for the Alternative II forecast for
the year 1978-1981 -are similar to the economic assumptions
underlying the President's FY 1979 Budget.

2:.1
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Figure § .
Population by Region o
1960-2020
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THE EMPLOYMENT MODEL

The employment model projects six employment categories
within each region--police, firemen, local teachers, State
teachers, all other local employees, and all other State
. employees. Projections in each cateyory of employment were
made using econometric techniques that .accounted for the im-
pact of population and real per capita income on the demand
for services from State and local government employees. Real
per capita income is highly correlated with a number of other
factors which affect local and State government employment,
such as urbanization, education, and real per capita Federal
. Government transfers to State governments. (See figure 6.)
These others are not included since they would measure the
‘same effect as measured by real per capita income. Figure 7
shows historical and forecast real per capita income as ob-
tained from the national economic model.

Constraining the employment projections

As the population in a region increases, the demand for
additional services from each functional State and Jocal
government employment category increases. Rising real per
capita income increases the standard of living, which, in
turn, increases the demand for police and fire protection,
higher education and other State and local government serv-
ices. In our opinion there is a limit to the demand for
services even if real per capita income increases. By con-
straining the level of employment per million population in
the employment model, the effect of increasing real per capita
{ncome on the demand for State and local government services
is limited. We analyzed historical data on the growth of
State and local government employment to establish our employ-
ment constraints. )

Table 10 shows historical State and local government
employment per million population by census region. These
flgﬁ?es can be viewed as showing a real income effect on
employment of providing a given level of State and local
government service. For example, increased real per capita
income was associated with an increase in police employment
in the northeast region from 2,098 per million in 1957 to
2,956 per million in 1977. This is much higher than in the
other regions although other regions have grown faster in
the last 20 years. The higher denand for police protection
in the northeast compared to other regions can be attributed
to higher levels of real per capita income, urbanization and
:?ucation. Similar regional growth patterns can be seen for

remen.
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Figure 6

Direct and Indirect Linkages of Population and
Real Per Capita Income to Local and
State Government Employment
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Figure 7
THOUSAND Real Per ?‘:’;‘a '"30"'0 by Region
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Table 10
Employment Per One Million Population
b¥qRegfon‘Th Each Functional
ategory of lLocal and State
Government for 1957, 1967, and 1977

Northeast North-Central South West
POLICE

' 2,098 1,444 1,261 1,600

2,437 1,762 1,675 2,005

2,956 2,384 2,195 2,777
. FIREMEN

1,084 685 569 879

1,121 852 770 - 018

1,144 876 979 1,135

LOCAL TEACHERS

9,382 10,657 10,374 12,009
15,373 . 15,562 15,992 17,370
17,980 18,963 19,614 18,900

STATE_TEACHERS

688 1,773 2,580 2,261
1,695 3,461 3,292 4,303
2,494 4,890 5,322 5,741

LOCAL ALL OTHERS

9,817 8,214 6,767 9,638
10,9136 9,768 9,143 11,199
1977 13,448 11,845 12,227 14,694

STATE ALL OTHERS :

1957 5,769 . 4,278 5,182 5,320
1967 6,984 5,488 6,723 6,804
1977 8,845 6,961 9,487 8,249

The growth in real per capita income from 1957 to 1977

in all the reglons has created a substantial demand for higher
- education, as evidenced by a dramatic increase in local and
~ Btate government employment in education in all the regions,
Similarly, 1ncreaseg real per capita income and the parallal

34
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growth in urbanization and education in all the regions has
caused substantial increases in the demand for various tradi-

‘tional services. It has also created a demand for new types

of services in all the regions in the last 20 years. This
is substantiated by the increase in all other local and State
government employment.

Increases in regional employment per million population
have been substantial. This trend is not forecast to continue
at the historical rate. The employment model constrains em-
ployment per million not to exceed the limits shown in table
11.

Table 11

Constraints on Employment Per Million
by Functional Category

Functional Employment per Number of persons
cateygory million people served by one job
Police 3,498 | 286
Firemen A 1,210 826
Local teachers 26,871 - 37
State teachers 7,250 138
All other local 17,464 57
All other State 11,305 85

Statistical estimation

Employnent is projected taking into account both the
population effect and a constrained real income effect. The
employment model traces the real income effect on each cate-
gory of State and local government employment in each reyion
when population is kept constant. By limiting the amount
of employment per million population, an upper limit to the
income effect was incorporated into the model. “The model is

(%)t = e(BO + By /¥ )

m

Where P is the employment per million people in the year t
and Xt 1is the real per capita income in the year t. By, and
B; are the parameters to be estimated. By is positive and
By 1is negative. The functional upper limit for E is eBo;

P
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judgmental 1imits were added as discussed in the previous

section. The model was estimated in logarithmic form and

adjusted for serial correlation for the six functional State

and local government employment categories and the four Cen-
sus regions, -

_ 2
Table 12 shows the reygression coeffficient, R and rho
values for the regression equations fitted for all the func~
tional categories of employment in all the regions. All the
coefficients are statistically significant at the five per-
cent level. The values are ggperally higher than 0.90,
indicating that the real per capita income serves to explain
more than 90 percent of the variation of the ratio of employ-
ment to population in all functional categories in all regions
except two cases during the past 20 years.

THE_SALARY MODEL

Real annual salaries for State and local government em-
_ployees correlated with real per capita income in each region.
Hence, real per capita income in each region was used as a
proxy for all the independent variables which can explain the
- variation in the real annual average salary:

% = ol + B /%)

where: 2+ = real average annual salary

Xt real per capita income.

By and By are the parameters to be estimated. The equations
were adjusted for serial correlation. Using the reciprocal

of real per capita income in the equation provides estimates
of real average annual salary increasing at a decreasing rate.
The nominal average annual salary is estimated by inflatinyg
the estimated real average annual salary by the estimated
cost~of-living adjustment.

Statistical estimation

Table 13 shows the regression coefficients, R 2and rho
values for the reyression equations fitted in all the func-
_tional categories of employment in all the regions. The t-
..statistic values are not specifically given in the table
because all the coefficients are statistically different from
zero even at the 1 percent level of significance. 1In most
cases, the ® values are higher than 0.90 indicating that
the real per capita income in the reciprocal form explains
more than 90 percent of the variation in real annual average
salary in most functional categories in most of the regions
during the past 20 years.
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Table 12
2

The Reqression Coefficients, R__and rho
Values in the Functions Fitted in

All Functional Categories

of Employment in all Regions

Constant R 2
Region Term Coefficient R rho
POLICE
Northeast 9.02753 ~0.514545 0.9557 0.769005
North Central 8.35954 -0.247047 0.9671 0.822922
South 8.43121 -0.304263 0.9816 0.824848
West 9.18427 ~-0.487819 0.9727 0.725204
FIREMEN
Northeast 6.92650 -0.606711 0.6534 0.568054
North Central_ 6.68000 -0.181161 0.4672 0.024509
South 7.44157 -0.424566 0.9714 0.729988
West 8.76935 -0.815335 0.9104 0.508397

STATE TEACHERS

Northeast 9.42259 -0.186327 0.9877 0.150395
North Central 9.89154 -0.420489 0.9718 0.410339
South 9.45790 -0.401093 0.9623 0.783857
West 10.4506 ~-0.609410 0.9718 0.699416

LOCAL TEACHERS

Northeast 11.0924 -0.388012 0.9691 0.479518
North Central 10.7469 - -0.361185 0.9591 0.131219
South 10.5037 -0.359309 0.9854 0.517653
West 10.5314 -0.304363 0.9591 0.576608

ALL OTHER STATE EMPLOYMENT

Northeast 9.91185 -0.351661 0.9735 0.708181
North Central  9.50252 -0.190730 0.9610 0.408203
South 9.74615 -0.414401 0.9786 0.874219

" West 9.56413 -0.253079 0.9198 0.500326

li, ALL OTHER LOCAL EMPLOYMENT

2. Northeast 10.1113 -0.333090 0.9433 0.708823
~  North Central 9,76047 -0.207495 0.9205 0.595405
"~ South 9.93314 -0.287703 0.9743 0.826614

West .7 10.6485 -0.497117 0.9526 0.727322

37
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Table 13
2
The Regression Coefficients, R and rho Values in the
Functions Fitted in all the Functional Forms_in_all Regions
for Real Average Annual Salaries

Constant 2
Region term Coefficient R rho
POLICE
Northeast 10.4465 -5.49074 - 0.9460 -0.12388
North Central  9.96977 © =3.57118 0.9632 0.579616
South ‘9.58124 -2.23339 0.9854 0.310168
HWest 10.1709 -4.00828 0.9644 0.709396
FIREMEN

Northeast 10.4286 -5.33522 0.9790 0.29997
North Central 10.0186 -3.53814 0.9570 0.604772
South - 9.64333 -2.24138 0.9887 0.59363
West 10.3759 -4.46636 0.9598 0.71527

LOCAL TEACHERS
Northeast 9.95138 -3.39246 0.9386 0.56105
North Central 9.79694 -2.96925 0.9135 0.53234
South 9.40977 --1.78034 0.9276 0.748328
West 9.97067 -3.44135 0.9548 0.884518

STATE TEACHERS
Northeast 10.16230 -4.22144 0.9298 0.511627
North Central 9.89789 -2.89829 0.8908 0.575996
South 9.70700 ~-2.35806 0.9525 0.824976
West 10.00500 -3.31563 0.8293 0.531574

ALL OTHER STATE
Northeast 10.00230 -4.47651 0.9780 0.77894
North Central 9.83174 -3.59774 0.9570  0.60509
South 9.52789 -2.47126" 0.9863 0.55148
West a/ 10.0543 -3.91404 0.9344 OLS

ALL OTHER LOCAL
Northeast 9.93239 -4.271930 0.9721 0.70312
North Central 9.51163 -2.55642 0.8630 0.28098
South 9.31501 -2.15596 0.9870 0.49750
West 9.84193 -3.41135 0.9839 0.92258

a/The equation was estimated using ordinary least squares.
38
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MODEL TO FORECAST BENEFIT PAYMENTS

: In 1975, the Pension Task Porce and the GAO under took

a study of State and local government retirement systems, as
required under Section 3031 of the Employee Retirement Income
Security Act of 1974 (ERISA). An integral part of the study
was a survey of pension plan membership characteristics and
requirements, contributions,-vesting, benefits, portability,
and financiny. The survey generated a large data base, with
information representing 6,630 State and local pension plans.

The Task Force data base was used as the starting point
to project benefit payout. To that extent, the data merit
a discussion because of the picture they present of the over-
all characteristics of State and local government retirement
systems in 1975. Table 14 shows the membership in all State
and local plans, in all large plans (those with 1,000 or more
active employees), and in all large defined benefit plans.
Large plans, although only 6 percent of all plans, represent
about 94 percent of the total active membership, while the
297 defined benefit plans contain over three-fourths of the
total membership.

million, of whom 70 percent were also covered by Social
Security. Social Security benefits were not included in any
of our projections because they were not inteyrated with the
State and local plans to any appreciable deyree. in addi- ~
tion, there were 1.6 million retirees, over three-fourths

of whom were retired because of age and service.

B

’g In 1975 active membership in large defined plans was 8.1

H
way

.
1

:ﬁ" Most of the 82 large plans that are not defined benefit
plans have features of both defined contribution and defined
benefit plans and are referred to as “combination" plans.

As might be expected, the large State and local government

Table 14

. Membership in
State and Local Retirement Systems in 1975

- Percent- Number of
Number Membership (thousands) aye of Members

of plans Active Inactive Total Total pexr Plan
All 6,630 10,387 2,347 12,734 100.0 1,920
All large 379 9,859 2,112 11,971 93.9 21,600
Laryge
defined .
benefit 279 8,070 1,612 9,682 76.0 32,600
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retirement systems have a financial impact commensurate with -
the size of their membership.

Table 15 shows that large defined benefit plans account
for about three-fourths of the total of all State and local
government plans in key financial areas, while all large plans
are over 90 percent of the total. We restricted our detailed
analysis to the large defined benefit plans in an effort to
ensure a level of homogeneity that would make grojections
practical. The intention was to use the information from the
Task Force survey to build prototypes of State and local gov-
ernment plans and then project pension costs for State and
local government retirement systems as a whole. Defined bene-
fit plans exhibited sufficient similarities in provisions,
experience, and funding to allow the construction of "typical®
plans. ~

Most of the active members were in plans whose benefit
formulas ware a simple percentage (rate) of final compensa-
tion times years of service. Post-retirement cost-of-living
adjustments took various forms, including ad hoc increases,
automatic increases with the cost of living (but subject to

Table 15

General Financial Characteristics
(in billions of dollars)

Percent . Petcentv
Large Defined of all All Large of all All
Benefit Plans Plans Plans Plans Plans
Assets $80.7 75 $101.5 94 $108.3
Investment
Income 4.3 72 5.5 93 5.9
Benefit N
Payout 5.8 13 7.5 95 7.9
Employer
Contri-
butions 7.4 73 9.3 92 10.1
Employee R
Mandatory
Contribu-
tions 4.1 77 - 5.1 95 5.4
Payroll 74.2 76 92.6 95 97.5

40 -
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a limit), and constant percentage increases.. The Task Force's
limited survey of 23 very large retirement systems {with total
. 1975-76 active membership of 4.5 million) revealed that post-
retirement adjustments averayed, from 1969 to 1978, about
one-half the increase in the Consumer Price Index. At least
87 percent of the large defined benefit plans featured manda-
‘tory employee contributions, usually at a simple percentage
of salary, and 92 percent of the employees were in plans with

-gome advanced fundiny.

MODEL TO FORECAST BENEFIT PAYOUT

The large defined benefit plans were divided into two
. groups--teachers' plans and other plans. A review of the
_ responses to the Task Porce survey and other actuarial mate-
rial led to the conclusion that these two types of plans
were too dissimilar to combine, For example, the teachers
had in yeneral more yenerous benefits, higher salaries, a
different age and sex distribution, and higher withdrawal
rates. Because each of these characteristics weighs-heavily
in a benefit projection, we developed two separate prototypi-
cal plans whose 1975 membership, total benefits, and average
annual salaries are shown in table 1, page 5. Each proto-
type was desiyned to conform fnitially to these characteris-
tics. In addition, we used the Task Force data to determine
the nunber of years on which to base *final compensation®
and to construct the two prototypical benefit formulas.

Other data sources were used in those areas that the
Task Force survey had not covered. The age and sex distri-
butions of the active_ populations were based upon information
in the Census Bureau's "Current Population Survey" {January
1978). For age and benefit distributions of the 1975 retir-
ees, data were agyregated from actuarial valuations of several
large State, local and teachers' retirement systems. These’
valuations also supplied us some data on retirement ages,
entry ages, withdrawal and disability rates, and salary
“gcales. Post-retirement cost-of-living adjustments were set
at half the future increases in the cost of living. We used
the Unisex Pension 1984 Table, adjusted for varying male-
female .ratios and future improvements in mortality.

PROJECTING BENEFITS

Within each prototype, benefits were projected for three
- groups: persons retired in 1975, active employees in 1975,

~ and new entrants after 1975. Projections through the year
2020 of the growth both in -teachers' and in other State and
local governments' work forces were incorporated into the
model and served to predetermine the number of new entrants
- needed each year in the future.

41
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The 1975 retirees were assigned an initial age and
benefit distribution and then "aged” using the assumed mor-
- tality rates. A projection through 2020 of the cost of living
was used in computiny the remaining retirees' post-retirement
cost-of-liviny adjustments. 1/

An age distribution from the BLS "Current Population
Survey" was imposed on the 1975 active employees in each pro-
totype, The total payroll (average salary times number of
-employees) was distributed initially among the age groups
using a merit scale to reflect a typical worker's career
salary progression, neglecting inflation. The career aver-
age annual merit increase was 1 percent for State and local
government employees and 1-1/2 percent for teachers, with
accelerated increases in the early years. At each year. of
the projection, salary growth, forecasts were applied across
the board to the total payroll.

Those actives who "survived" to retirement were accorded
a benefit using the average benefit formulas constructed from
the Task Force data. Retirement ages were spread uniformly
over a l0-year period, with the median ayge determined by a
review of actuarial valuations and plan provisions.

Entry ages were set at 30 and 34 for the teachers' and
the State and local prototypes, respectively, and represent
the average entry age for a typical retiree. The benefit
formulas, entry ayes, and retirement ages result in an average
replacement ratio {(that is, percentage of final compensation)
of 52 percent for teachers and 50 percent for other State and
local retirees. Final compensation in both prototypes was
the average of the last 4 years of salary.

Augmenting the benefits

The averaye benefit formulas as computed- could be applied
directly only to those employees retiring because of-age and
service. Furthermore, the benefits so generated were confined
to the modeled population--that is, large defined benefit
“teachers' and other State and local pension plans. To obtain
_ Projection for all 6,630 plans, the prototypical benefits had
to be augmented first for ancillary benefits and second for
all those plans outside the modeled population., Four auygmen-
tations were made in each year of the projections.

The prototypes dealt exclusively with members who retired
because of age and service. Survivor benefits, disability

1/See p. 29, app. 1.
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benefits, and returns of contribution were not separately
calculated. Instead, we augmented the average benefit going
to age and service retirees to take into account the payments
for these ancillary benefits. The augmentation factors we
used were based on the Bureau of the Census data for 1974

to 1%77.

Among the 297 large defined benefit plans were 46 plans
for police and firemen. Although 15 percent of the plans,
they represented just 3 percent of the active employeées and
as such were considered too insignificant to merit their own
prototype. To take these plans into account, total benefits
were increased proportionately. -

The combination and defined contribution plans were found
to be similar to the large defined benefit plans in key finan-
cial areas. Differences in average benefit and average salary
for 1975 were recognized before augmenting the prototypes'
benefits by the ratio of total actives in all 379 plans to
total actives in the 297 defined benefit plans. 1/

The 6,251 small plans accounted in 1975 for .less than
5 percent of the active membership in State and local govern=
ment pension plans. The model's total benefit payments were
increased proportionately to take into account these addi-
tional plans and thereby extend the model to the known 1975
universe of State and local government retirement systems.
Table 16 summarizes the assumptions used.

RS

. About 42 percent of State and local government systems
: of all types were funded on a nonactuarial basis. Moreover,
many claiming to use an actuarial basis were not using the
*dynanic normal cost” approach 2/ reconmended by GAO for all
- Pederal plans. The Task Force went on to estimate that only
20 to 25 percent of all State and local government pension
plans would meet ERISA's minimum funding standards.

1/See table 14.

2/This approach takes into account future cost-of-living in-
creases and general pay hikes.
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Table 16

Base Case
Projection Assumptions

© A4ge at retivement

Entry age

Rates of mortality

.Rates of withdrawal
(original actives)

(New entrants)

Rates of disability

Benefit formulas

Median age 60 for teachers, with
10-year spreading

Median aye 62 for State and local
employees, with 10-year spreadinyg

30 for teachers
34 for State and local employees

E Unisex Pension-1984 Table, with
one-year setback for every 17
years of projection

Sample annual rates of termina-
tion are as follows:

Age Teachers State & local

25 15.9% 16.0%
30 5.7% 11.4%
35 2.6% 7.4%
40 1.2% 5.1%
- 45 0.6% 3.9%
S0 0.3% 3.0%
35 5.4% 13.9% —
40 l.1% 5.3%
45 0.4% 3.2¢
50 0.2% 1.6%
55 0.1% 1.0%
Age Rate per thousand
25 0.600
30 0.672
35 0.768
40 0.920
. 45 1.926
50 T 1.920
Teachers

.85% x years of service x
final compensation.

State & local
1.78% x years of service x
final compensation.

kS
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Table 16-~-Cont.

iiinal compensation Averaye of last 4 years of
. salary.
‘Average service at 28 years
retirement
‘Replacement ratios Teachers 51.8%

State & local 49.7%

.Ancillary benefits Teachers Projected as a
' constant 7.6% of total payout.

. State & local Projected as a
constant 16.4% of total payout.

- Withdrawal payments Teachers Projected at 9.5%

.{Return Qf contributions) of total payout.

State & local Projected at
.28 of total payout.

Governor ALEXANDER. In our State, all $43 million of the State
ghare of revenue goes to that. It is for the pensions for local school
teachers. That pays about a half to a third of is.

On the surplus question, f‘\:st to give you a rough idea of how big
a surplus we have, or the ind of constraints we are under, if we
increased our budget this next year just to keep up with inflation,
gave no pay increase above ‘that, no agency, no program got any-
thing more than an increase to keep up with inflation, it would
cost us $480 million new dollars. We only have $87 million new
dollars, including our State revenue sharing monesy.
""So we only have $87 million and we need $480 million just to
s?i‘lnd still, so we are cutting severely in our State—and so are most
others. :
- Senator DURENBERGER. Thank you very much.
Senator BRADLEY. Thank you very much, Governor Alexander.
_Governor ALEXANDER. Thank you, Mr. Chairman.
(The prepared statement of Governor Alexander follows. Oral

‘testimony continues on p. 245.]
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TESTIMONY OF

GOVERNOR LAMAR ALEXANDER

Mr. Chairman and Meabers of the Subcommittee:

I am appearing today on behalf of the Naticnil Governors' Association
and the NGA Committee on Executive Management and Fiscal Affairs on »
which I serve. 1 am Co-Chairman, with Governor Harry Hughes of Maryland,
of the Committee's Task Force on Revenue Sharing. Governor Brendan Byrme
will also participate in these hearings.

The program we are discussing today, General Revenue Sharing, is
uniquely suited to meet the demands that will te placed on the intergovern-
mental systea in the 1980's. The following points support this conclusion:

[} Revenu; sharing permits state and local governments to

allocate federal dollars to their highest priorities at a

time when all public funds must be spent in the most effective
way possible.

e Revenue sharing is a productive method for using federal
funds at a time when fncreased productivity in the public

and private sectors is a major national goal.

o Revenue sharing is controllable at a time when a consensus
is building for slowed growth in federal spending.

o Revenue sharing pronotef cooperation among the three levels
of government at a time when shifting roles will place new

strains on intergovernmental relations.

REVENUE SHARING FﬁNDS SUPPORT HIGH PRIQRITY PROGRAMS
General Revenue Sharing has an ifmportant role in an intergovernmental
grant systea shaped by increased controversy over expenditure of federal

funds because it permits state and local governments to the money for




160

-2-

high priorities. As the squeeze on federal funds increases, it will
become more difficult to maintain nationwide programs of categorical
aid that respond directly to problems in one regfon of the country but
are only marginally fsportant to other areas. )

The range of purposes for which states currently use revenue sharing

funds demonstrates that the program is nov accommodating the diverse priority

needs of different sections of the nation. Over half of the money which
states receive are earmarked for education and social service programs,

Thirteen states spend all of their funds for educational programs; these

states are Florida, Illinois, Montana, Nebraska, Nevada, North Dakota,

e

Oklahoma, Oregon, South Dakota, Texas, Utah, Virginia, and Wisconsin.

Eight states -- Alaska, California, Connecticut, Colorado, 1daho, Michigan,
Minnesota, and New Mexico -- spend all of their funds for social service
programs.

State funds are also used to:

o finance construction projects. These provide iomediate job

opportunities and lasting benefits to state citizens and help
make public facilities accessible for handicapped persons.

e support pension benefits. This i{s an emerging area of public

sector concern in light of the House Pension Task FPorce finding
that public pension plans face a $]50-$175 billion unfunded
1iabflity. Revenue sharing supports part of an effort in many

states to put their pension systems on an actuarially sound

basis, and many of the workers covered by pension plans

aided with state revenue sharing dollars are local government

employees. Tennessee uses the funds it receives for this purpose.

o TR N il S R
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inflation far outran what could reasonably have been expected when the
program was adopted. The result has been a substantial decline in the
value of revenue sharing. To have maintained the purchasing power of the
$6.1 bdbillion outiay for revenue sharing in FY 1974, the program would have
to provide a little more than $10 billion this fiscal year. If the Congress
adopts the President's proposal that revenue sharing be renewed, but at a
constant dollar level, the value of revenue sharing would drop sometime

in FY 1981 to half {the real value of the program in FY 1974 and would
continue to decline thereafter--how fast would depend upon the future rate
of inflatfon.

The declining value of the revenue sharing dollar parallels the course of
federal spending for grants-in-aid in recent years. Grants reached a high
point of 17.3 percent of the budget in FY 1978 and have been declining steadily
since. In the President's proposed tudget, all grant programs--including income
assistance and Medicaid--account for 15.6 vercent of federal spending. By
FY 1983 the Administration projects that grants will be one full percentage
" point less, or 14.5 percent of the total federal budget.

The fiscal problems of the federal government, with its projected
budget of more than $600 billion, have not been caused by the $2 billion state
revenue sharing program, the cost of which--as we have seen--has hardly
chnged in the last eight years. To the extent that grants-in-aid have
contributed to these problems, the dffficulty has been the inability of
the Congress, with its more than 300 committees and subcomittees, to
control hundreds of billions of dollars in narrow categorical grant programs.

REVENUE SHARING PROMOTES INTERGOVERNMENTAL COOPERATION

Mandates

In a time of scarce resources, cooperation between levels of government



162

-5-

1s vital 1f the goals and policles of government are to be accomplished.

The federal government has imposed on state and local governments about

1200 mandates, of which about 1,000 have been imposed since the

enactment of revenue sharing. Ceneral Revenue Sharing is one way

for the federal government to recognize the assistance state and

local governments have provided--at considerable expense in

some cases—-in meeting these national goals. Through GRS, the federal

government can, in turnm, provide assistance for locally-set q;ioritiea.
Intergovernmental mandates will continue to be an issue in the 1980's.

Then, as now, the debate is 1ikely to center around how the costs can be

met in an era of limited resources, not on whether the mandated programs

are justifiable or even desirable. I believe that General Revenue Sharing

plays a direct role in alleviating the burden that these important but

unfunded mandates place on state and local governments and that this

aspect of the prograa will take on increased importance during the belt-

tighting of this decade.

State Afid to Local Units of Government

Over the years, states have developed sizeable programs of aid to
local governments. The NGA Center for Policy Research has calculated that
the level of state aid to localities was $78.1 billion (compared to $16.6
billion in direct local aid provided by the federal governnent)in 1977.
For example:

o In Tennessee, 25 percent of state tax‘revenues are used to
support local schools, and another 10 percent of state taxes
are shared with local governwents. -

o In Oregon, $1.6 billion is distributed from state funds to

local units of government to support a variety of programs,
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including education, tax relief, mental health, and drug abuse
prevention.

e In Connecticut, $572 aillion out of a total $2.6 billion

state budget will be spent for local programs of tax abatement,
aid to the elderly, urban aid, and education. The state is now '
implenmenting the results of a study on education equalfzation
and an Urban Action study.

e In Wisconsin, state afd payments account for approximately 50 percent
of total local government revenues.

e In New Jersey, 52 percent of state expenditures are for

local aid programs. The state pays 60 perceat of the urban
school costs, and 100 percent of the state income tax goes to
local jurisdictions.

General Revenue Sharing has an important role in these extensive

programs of state aid to local governments. In some cases, revenue sharing
funds are used directly to finance a variety of local aid programs; in
other cases revenue sharing funds are not dedicated to local assistance
purposes but form part of the overall state revenues that make substantial
prograns of local assistance possible. According to Bureau of Census figures,
over 40 percent of all state revenue sharing payments are passed directly
through to local units of government.

In this regard, you may be interested in research recently conducted

by the NGA Center for Policy Research on the relatfve degree to which state-
administered grants have been successful in targeting aid to “distressed"
cities between 1965 and 1977. The results of this research indicate that

-gtate aid, in conjunction with federal funds that pass through the state,
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are more responsive to distressed cities than is direct federal aid to
cities. This conclusion was reached. after analysis of four definitions
of hardship and two distinct measures of financial aid, and the analytical
work has been reviewed by scholars and government officials with expertise
in this field of research. The study gives added credence to an intuitive
belief that Governors have long held: that ;.t makes sense for targeting
formulas to be devised by a level of government capable of taking a broad
view and of drawing on detailéd knowledge of appropriate measures for
deternining the need of program recipiente. It suggests that programs
1ike General Revenue Sharing, which _establish a partnership between (ederal
funds and state ptiori-.ty-setting and targeting abilities, have a track
record for efficient targeting.

I am submitting a copy of the report for the record.

FISCAL CONDITIOR OF THE STATES -

Mr. Chairman, I would be remiss if I closed my statement without
touching on an fssue that has been raised in every debate in Congress this
session on the revenue sharing program, namely, the fiscal condition of the
states. It may be that this topic has become such an emotional one that
no amount of clarification will set the record straight. However, I think
-lt is fmportant that the facts be placed in the record of these hearings.

As you know, revenue sharing payments have never been based solely
on need; if they were, the program would not have included all state
governments and all 39,000 local governments i{n the nation. Congress was
well aware, when it first enacted revenue sharing, that it was creating ‘a
program that had important dimensions, in terms of its implicatfons for
federalism, beyond fiscal need. To be sure, need is a factor in the formula
for determining the amount of funds distributed to each government, but it

{s not and never was intended to determine whether a government participated.
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But even usunink that need should be the primary criterion of parti- -
cxpation.A' the fiscal situation of the states does not justify elimination

" of the state role. Our own fiscal surveys have shoﬁ: state gdvernnent _

. balances have been, in the ag_gregate. relatively small compared Eo expeadit-urea,

in many cases below what municipal bond raters and other experts would '
recommend. Our estimates are that twenty-nine states will have balanceg )
below the 5 percent generally assumed to be necessary to meet emergencies {n 1980,
This year in Tennessee, for example, we have $22 million fn vl;at 1is technically
¢alled a "surplus”. It s not really a surplua, It would run the state

'for Just two days. That is what we have set aside.

Operating balances at the state level are a function of uncertainty

about the future, not of excessive prosperity. Forty-eight of the 50 states
have legal constraints against incurring deficits and must -.;Intain balances

to deal with emergencies, protect their credit rating, and provide reserves
against cash flow probleas.

I have said that the existence of a surplus in a state reflects

uncertainty about the future., Because states ca'nno't have deffcits, they

-‘uAst plan for a surplus. But planning revenues and expenditures so they

come out at a precise point is a tricky business, as the members of this Sub-
comaittee well know. Let me {llustrate the problem by discussing the effect

that incorrect inflation projections has on revenue projections. In the

following table, the left hand column shows the Administration's inflation

forecast made early in the year and the right har'x;i column_gives the actual

December-to-December fncrease in the consumer price index.

Predicted Actual
5.3% 6.8%
6.1% 9.0%
7.4% 13.2%
6.3% (FY 80 Budget 10.4X (FY 81 Budget

Prediction) Prediction)
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As a result of discrepancies such as this, actual receipts and expenditures
often vary from the projections. Recent underestimates of revenues by
federal agencies reflect the lack of precision in predicting even nationsl
economic trends. For- exasple, the 1.S. Congressional Budget Office estimated
‘Cln January 1979 tt;at the FY 1979 federal government receipts would total
$453.3 billion whereas actual receipts were $12.6 billion (2.8%) higher, or

.$465.9 billion, largely because the inflation rate was greater than projected
Inflation also ¢ d state rev in 1979 to be larger than projected,

while the failure of an expected economic slowdown to materialize helped

some states to hold expenditures slightly below projected levels.
This difficulty of translating national forecasts into revenue pro-

jections creates even mote uncertainties in state-level revenue and expen-

diture estimates. when states, using national economic forecasts, underestimate

the rate of inflation, their balances rise because revea;uea respond more

quickly to inflationary forces than do expenditures. However, the record

clearly shows that infilation takes its toll on the expenditure side of state

budgets also, and the temporary balances rapidly evaporate.

State operating balances are necessary because of the accounting system

used at the state level. As Senate Majority Leader Robert Byrd and others

have noted, if the federal government were to use the state accounting system

and to separate its operating and capital expenditures, it tod would have
a balance. Yet, its underlying fiscal condition would not have changed;
nothing would be different but the bookkeeping. Per;mpo the best example

of how misleading undue emphasis on state balances can be is that California,
which is projecting a $1.5 billion balance for FY 1980, has just had its

bond rating downgraded by Standard and Poor. California is projecting a

ainuscule $112 million balance for FY 1981, less than one percent of its

budget, and that does not take into account the very possible adoption

of a major new tax limftation in June.
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Thus, states are not in a good position to experfence a major change

in funding responsibilities which failure to renew general revenue sharing
would entail. More Important, {f there is to be some sort-of shift of
costs from the federal government to the states, it uoulq seem more logical
to make that shift by reducing categorical program funding rather than
revenue sharing. If the state leaders had to choose where to take a cut
‘of the magnitude that would be involved in non-renewal of general revenue
sharing, preference would be in programs at the federal level that involyve
high administrative costs and little flexibility. R;avenue sharing has none

of these characteristics.

REAUTHORIZATION LEGISLATION

For the reasons I have explained in this testimony, I believe that
reauthorization legislation reported by this Subcommittee and approved
by the Congress must retain the present one-third allocation for the

states, the flexibility of state and local offfcials to decide how the

e, e R

funds should be allocated, and the simple administrative structure that

makes revenue sharing so productive.

A © We would lii;e to have the opportunity to subnlt_ written comments on

the reauthorization legislation you are considering when it 1s introduced.

In the meantime, I will simply note that we have reviewed the

Administration proposal that states be required to establish comissions

) to study sta—te-local fiscal relations as a condition of continued participation.
" Although Governors support réauthorlzation of revenue sharing in its present
forn we feel that a fresh look at the complicated fiscal relationship between

states and local government? could yield some useful results.

62-376 0 - 80 ~ 11
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We strongly believe that the reauthorization leaishtloﬁ, 1€ ¢
. contains a comaission requirement, must set up a balanced, simple process -
that maintains the normal relationship between constitutionally created
‘{nstitutions and ad hoc commisefons. In addition, it should not place
roadblocks in the';ray of existing state processes for vesolving intergovernmental
questions. Approximately twenty states have already established state-local
advisory bodies. ’
In our view, the case for the “comissions night be more persuasive

1€ the federal government would set the example by directing greater
attention to the recommendations of its own commission, the Advisory
7‘co'miasion on lntérgovem-ental Relations, which two years ago recommended

a comprehensive approach to federal aid rafora. Neither the Administration

nor the Congress has yet responded to those recommendations, which were

based on the most comprehensive study of the federal aid system ever

undertaken and which the Governors have been urging for the 1ast two

years as the most sensible way to control federal spending and to reduce

the cost of government at all levels.

CONCLUSION

h N K

Rgvenue sharing should continue as a part of the fed_eul aid package
after 1980 because it permits controllability in a time of scarce resources,
priority setting by state and local governments, productive use of federal
funds, off-setting of unfunded federal mandates, and flexibility when the
roles of the three levels of government are in flux.

Mr. Chairman, the Governors greatly. appreciate the leadersl;ip you
have shown with respect to revenue sharing and look forward to working with

you for reauthorization of this important program.
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The research for this report vas completed under o
the direction of the NGA Committee on Executive -
Management and Fiscal Affairs by the NGA Center -

for Policy Research, the Washington Representatives

of the Governors, snd the National Conference of

State Legislatures.

fechnfcsl Note: Unless otherwise fadicated, figures cited for each
state's revenue sharing allocation are based o Entitlement Perfod 10
payments (i.e., federal fiscal year 1979). Final EP 10 sllocations
have oot yet been calculated, so the state payments were constructed
from the second quarterly payments for EP 10 @xde on April 6, 1979.
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HOW THE STATES USE CENERAL
" REVENUE_SHARING FUNDS

Susmaty

This report shows how state governments expect to spend the funds allocated to
“¢hem under the General. ‘Revenue Sharing (GRS) program. Data is drswn from & :
survey of forty-nine dtates; {aformatfion from New Hampshire has not been received
. <at this printing.

" Thé states use reverue sharing funds as follovs:

EDUCATION: The category for which the most states sllocated thelr
revenue sharing resources was education. Nineteen states set aside
all or a substantial portion of thelr revenue sharing payments for
educatfon purposes; the funds targeted to education total $744 million,
or 32 percetit of all GBS payments to ltttes.

Thirteen states earmark all 6f their revenue sharing funds for educatfon
purposes: Twelve of these distribute the money to local unsits of

xovorn-ent to support elementary and secondary education; these states

sre Florida, Illfnofs, Montana, Nedraska, Nevads, North Dakota, Oklahoas,
Oregon, South Dakota, Utah, Virginia, and vssconsu\. Texas spends all of its
revenue sharing funds for higher education prograsis. An addftfonsl six states
allocate a substantial portion of the funds they receive for education
programs. These are Havafi (23 percent), New York (29 percent), North Carolina
(37 percent), Ohfo (75 percent), Pennsylvania (68 percent), and Rhode Island
(20 percent), In addition, nine states allocate their funds 20 state
zetiremént systems, many of which cover elementary and secondary school
teachers and university professors.

SOCIAL SERVICES: Thirteen states earnmark all or a portfoh of the .
revenue sharing funds they receive for a varfety of social services,
The funds spent for social services total $588 afllion or 26 percent
- of all GRS payment tc states. Services supported with these funds
included retirement aid for the elderly, medical care for the indigent,
and care for the mentally i11. States also use the funds for family
service, emergency medical, and environmental health programs.
.
States vhich spend thefir entire revenue sharing allocation for soctal
iceprograms are Alaska, Californias, Connecticut, Colorade, ldaho,
Michigan, Minnesota, and New Mexico. 1In addftion, five states allocate
8 portion of their funds for socfal service programs. These are
Aladama (46 percent), Hawafi (78 percent) New York (29 percent),
Fennsylvania (3 percent), and Rhode lsland (18 percent).
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CAPTTAL IMPROVEMENTS: Ten states use all or a suddtantial portion

ST the General Revenue Sharing payments they receive for capftal (=~
provenents; the funds targeted ¢o construction projects toctal $32%
={lldon, or 14 percen: of all GRS payments o states. Funds are used

134 build university duildings, pudlic yibraries, vocéfional-cechnical
schools, correction facilicies, public hospicals, and Mghvays. GNS
dollars have slso been used to alleviste flooding prodlens and eliafnate
hazardous road conditions. Funds ave used in part to comply vith federa:
construction-codes, including OSHA regslations and regulations desting
“with sccessidility of buildings to handicapred persons. Seven states

use 411 of their ravenue sharing funds for construction purposas.
_ These are Arkansas, Xentucky, Louis{ana, Massachuseits, Mississipps,
Missouri, and West Virginfa. In addftfon, three states use & portion

of the funds they receive for capital ioprovements: Alabaza (31 perceat),
Kansas (64 percent), and North Carolina (44 percenc).

s .
PENSION BENEFITS: Nfne states use all of their revenue sharitg paymeats
To cover the cost of retirewent benefits for state ot tocal esployees.
GRS payments get aside for this purpose total $346 afllfor; this smounts
to 18 percent of GRS payments to states.

According to an estimate of che House Penston Task Force, the unfunded
liability facing pudlic plans is $175 billion. Xany of the states using
revenue sharing payments to help pay the cost of pension benefits ave
operating under sulti-yesr prograns to_put their pensfon systeas on &
actuarfally sound dasis. Revenue sharing payments are helping vich
this effort. In eight of the nine states, GRS allocations help gay

the cost of teacher retirement systems; these funds augment effor:s

by state governnents to aid education snd to reduce lozzl propersy
taxes noted elsevhere {n this summacy.

The nine states using thair revenue sharing pay3cnts to support pension
wenefits are Delavare, Ceorgia, Indfanz, aine, Matylead, lNev Jersey,
South Carolina, Tennessee, and Washington. .

7AX REBATES: Four states ser aside all or @ substantial porcion of

the revenue sharing funds they receive for tax rebates targeted to
homeowners, farmers, renters, and handfcapped persons. Funds allocated
for this purpose total $70 million; this is 3 percent of the state share
of revenue sharing payments. The three sctates vhich put a1l of their
furds into the tax redates ave Acizona, fova, and Vermont. Kansas sets
aside 26 percent of the funds it receives for this purpose. -

UISCELLANEOUS AID TO LOCAL UNITS OF GOVERNMENT: In addition to the funds sat
aside for elementary and secondary education, teacher pension funds, social
service payments, local cspital faprovements, and property tax reltef, three
states earmark a porcion of their vrevenus sharing funds for waste water systém
construction snd operation of local courts. These funds accouat for 2 percest
of all General Revenue Sharing Paynments to state governments. The scates
which set aside a portion of the funds they receive for this purpose are
Alabama (1 perceat), Kaasas (5 parcent), and Pennsylvania (34 percent).
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STATE-BY-STATE SUMMARY

ALABAMA -

Revenue sharing payments to Alabama will total 536 million in FY 1979. The
state distributes the funds it receives among five general areas: aental health
programs, highvay programs, corrections, economic snd community development, and
the General Fund. This distridution has been used for the past three years, as
mandated by the legfislature's appropriations dbill. The largest portion of the
revenue sharing funds, $16.4 millfon, wvas allocated to the Mental Health Department.
These funds wvere used to operate snd maintain the stste's 11 mental institutions
for the mentally 111 and mentally retarded.

The Highvay Department received approximately $11 million in shared revenues.
Host of the funds were used to finance the Governor's Death Trap Elfiainatfon Prograa.
Under the program, such road hazards as dad curves, narrov approaches to bridges,
and narrow bridge beds vere eliminated, Some of the funds were also used to sup-
plement existing maintenance funds for the resurfacing of roads.

The Board of Corrections received $7 million from the revenue sharing funds.
These funds help pay for the operation and maintenance of the state's ? prisons and
13 work release centers.

The Department of Economic and Comaunity Development received $500,000 last
yeatr for the iastallment of local water systems in rural areas. Approximately 67
counties have been assisted in either the development or expansion of their vater
treatment facilitfes.

ALASKA

The state of Alaska will receive $8 milifon fin revenue sharing funds
for FY 1979. Alaska currently uses the funds to make up the state's matching
portion of the Medicaid program. In Alaska, the progran is 507 state funded
and 501 federally funded; local unfts of government are not rvesponsible for
.defraying any of the costs of the program.

ARIZONA

Arizona will receive $26.6 millfon in revenue sharing funds in FY 1979. The
funds are all asllocated to a program of homeowvner tax relief under which the state
spends $95 afllfon to rebate a portion of the tax bill of every Arizons homeowner.
The amount that the state spends for this program has been {ncreasing over the last
three years. On a statevide average, the tax relief program permits the state to
keep average homeowner property levies at less than 1.25 percent of full cash value.

»
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ARKANSAS

Arkansas recaived $22.3 million in general revenue shari

1979. Under a 1977 state lav, the firsc $20 nidlfon of teven:: ﬁﬁf::: ::::‘::\:‘1

state receives must be allocated to the State Highwvsy Department for plannin: con-

struction, :.:unnmnce and {mprovement of state highvays, The asoupt in cxc:;s of

3:‘0 millfon’ ($2.3 millfon in fiscal 1979) is placed in the Munfcipal Road Ald Progran
{ch promotes state-local-federal cooperation for highvay comstruction. Each cit )

in Arkansas receives s portion of these funds based on the ratio of fcs popuuuon’

to tha total urban populstion in the state. The spount of state funds available

to a city covers 70 percent of the total local cost of a road project. Cities

apply .the stste grant tovard meeting the required 10
aeeded to receive federsl funds. eq perceat ot 30 percent mateh

CALIFORNIA

The state of Californfa uses its $259 atllion all
ocatfon under t
progras to supplement federal payments to 700,000 aged, b14ad, and }d‘:s:;‘l'::“:’::::u"

residents under the Supplemental Security Income (SSI) program.

funds account for about one-thir The revenue sharing

4 of the total state add-on to federal SSI payments.

COLORADO

The State of Colorado sppropriated $34 aillion fa federsl general revenue

‘sharing payments for fiscal year 1978-79. These funds were 4distributed to thres
state sgencies——the Department of Heslth, the Departaeat of Soclal Services, and
the Department of Institutions. )

Approximately $19.5 millfon of the revenue sharing funds vas allocated to
the Deparcment of Social Services, vhich dfvided the money among the folloving
four welfare-related functional aveas:

o Medical Care for the Indigent: About $10 million was used to
reisburse hospitals for services provided to persons not eligidle
for Medicaid benefits. Most recipients are lov-income, single

individusls. The prograsm supplies medical services to 10,000
{ndividuals annually. The $10 millfon in vevenue sharing funds
covers 45 percent of the cost of the program.

e Social Services Payments (O Counties: Some $4 million of the $19.5
aillion is used to Teiaburse counties for their share of dlsyropor:tmuly
large velfare costs. Tha $4 million pays €or 100 percent of the program.

e Aid to the Needv and Disabledt The third area vithin social services
that uses revenus sharing funds is the Afd to the Needy and Disabled
Prograz, which received $3.2 million. This progran provides services

to {ndividuals not eligible for the federal Supplemental Securicy
Income (SS1) prograz.
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COLORADO (con't

¢ Residentisl child Cave Facilities: The balance of the $17.5 millfon,
sbout $2 millfon, wvas used for the state's share of-the cost of
residentfal child care facilfties for che placement and administration
5 functions of these factlities. The $2 mfllion covers 100 pércent of
.. the state share of this prograa.

The Department of Igstitutions allocated all of the $14.5 millfon it recesved
to operation and msintenance of fts Community Mental Health Program. The depart-
ment provides approximstely 50 percent of the funds needed by community centers
and ¢linics throughout the state for services to 77,000 persons. The other 50
percent of program costs comes from federal grants, county government and other
sources. The use of these revenue sharing funds by the department is mandated by
the scate legislature.

The Deparctment of Health recefved approximately $43,000 fn revenue sharing
funds, which it used to purchase vaccines and pay salaries for adainfstering
persoannel under an {msunization program. .

" CORRECTICUT

. The state of Connecticut allocates all of {ts reveoue sharing funds,
$29 million in FY1979, to mental health programs. The funds help to support
outpatient cars,training and education activities, occupational therapy,
commuaity service and outreach efforts, socisl services, and programs at
state bospictals and meatal health centers. Approximately 20,000 Conrecticut
residents are served with the help of the General Revenue Sharing payment.

"

The state of Delavare pays 703 of the cost of elementar
. y and secondary education
and the $7 million in revenue sharing funds the state receives contubutuyto this '
effort. Revenue sharing funds are allocated to the state peasion system. More than
one~half of the 28,000 members of the system ar: eaployees of school districes.

.

In addition to providing direct sid to local school districts, reven s

“funds are being used to put the Delaware pension fund on an nctuuily lou:; :l::::ng
Until 1970, the fund was operated on s pay-as-you-go basis, and a sfzeadble unfunded
11ability vas accumulated. (As of December 31, 1976, the unfunded 1{ability of the
system vas $391 millfon.) The state s now under a 40-year program to fund the past
l}-b!ltty. and revenue sharing assists this undertakfing.
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FLORIDA

166

ALl of the $68 millfion in revenus sharing funds receiv

of Tlorids are sllocated to the Florids uucution Finance P::;z:-t2;t;;;te
through vhich the operation snd maintensnce costs of the state's locsl

:chool systems are paid. In 1979 che state share of the overall expeaditure

1" elemantary and secondary education is approximately 59 percent, and the

ocal share is 41 percent. In fiscal year 78-79, the FEFP total cost vas

$2.177 billion, of which $1.285 billion vas supplied by the state. The earmarking
of General Revenue Sharing funds for local education reflects the Governor's
{ntention to increase the state's share of the financial support for the pudlic

"school system from 59 percent to 71

percent in 1980 fo order to decresase the

tax burden placed on the local governments.

GEORGIA

The state of Georgia will receive $50.7 million in revenue sharing funds this
£iscsl year. Every year since 1974, the Georgia General Assesdly has appropriated
all of the state's reveaue sharing funds to teachers' retivement as a porifon of
the employers®’ contribution. The state pays 83X of the cost of elementaty and

secondary education overall.

RAVAIL

The estimated $li aillion in revenue sharing funds allocated to the state of
Havaii will be used to pav part of the non-federal cost of & aumber of social prograas.

Io Hawsii, the state pays the

£o11 non-federal share of costs for these prograas,

while elsevhere local units of governaent are expected to pick up part of the

tab.

For the current fiscal year, the General Revenue Sharing payment to Hawaii

will be disbursed as follows:

o Medical Assistance:? $3 million will be used as part of the state
matching funds required under the Medicaid program. Local goveruments
do not contribute to the Medicaid match, as chey do in some gtaces.

¢ Local Education: §2.5 million will be set aside to suppieunt the program
of aid for elementary and secondary education under vhich the state -pays

100X of the cost of education in Havagt. The revenue sharing funds are
sufficient to pay the salaries of 140 teachers.

o Aid to Families with Dependent Children:

$2 nillion vill be allocated for

the state match required under the AFDC prograa.

e Community Mental Health: $1.3 nillion in revenue sharing funds vill pay

for 12 percent of cotal funda gvailable from the state and fedaral governments
for comaunity-based mental healch services. Under the program, out-patient
‘and parcisl shorc-tera hogpital care services are provided to 11,500 clisats.

o~
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e Health Care for Handicapped Children: $1 millfon in revenue sharing funds will
offset 30X of the cost of providing health care for 3,700 handfcapped c!nndun
under programs for crippled children and maternsl and child health. .

e Mental Retardation: $1 million in revenue sharing funds will be used to
meet 48 percent of the total requirements for early fdentiffcation and
treatment for 2,400 mentally retarded children in Havaif.

e Prograns for the Elderly: §.5 million will be set aside as 12 percent
of the total funds spent in Hawaii for a wide varfety of service prograns
for 40,000 senfor citizens.

10AHO

The $8.5 millfon revenue sharing allocacion vhich Idaho receives is
used as part of the matching share for the Medfcal Assistance prograa. The
full match is provided by the State of Idaho; oo local funds are required to
be set astde for the prograa. Avaflabilicty of revenue sharing funds fn FY
1980 will be parcicularly ceritical for Idaho in 1ight of the $1.5 millfon deficic
projected in the state funds budgeted for Medicaid match in that vear.

ILLINOLS

The revenue sharing entitlement of the state of Illinois, about $114 million
in fiscal year 1979, has always been allocated to the state progran of aid to
education. All elementary-and secondary school districes receive state afd. Adout
40 percent of the total state of Illfnof« budget {3 2llocated for education prograns.

INDIANA

The revenue sharing entitlement for the state of Indfana in FY 1979 s
$46 million. For the past two years, all of Iodiena’s revenue sharing funds
have been allocated dy the Budget Comittee to the Teachers Retirement Fund,
Last fiscal year, these revenue sharing funds equalled approximately $50.millfon
out of the total of $85 millfon in the retirement funds budget. The vetiyement
fund covers all 66,500 Indiana elementary and secondary school teachers and
enployees of three of the state's five state universities (Indfana State, Ball
State, and Vincennes).
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lova used the entire $27.6 milifon state share of federal vevenue sharing
payments it received in'the fiscal year ending last June 30 for & program of
property tax rellef for homeowners and farwers. The total state expenditure for
this tax credit program vas $122 million, which helped keep property taxaes lov
in the state without reducing the quality of educatfon programs. Half of the
funds were used to reimburse counties that grant tax credits to homeowmers who
1ive in their own homes. The other half vas used to refamdurse counties that
grant agricultural land ctax credits to the farmers who live on their own farms.

KANSAS

The state of Kansas expects to receive $20 million fa General Revenue Sharing
funds {n FY 1979. Last year, about $31 million in vevenue sharing funds vas svail-
adble for expenditures in Xansas due to delayed construction schedules. The state

used $16.8 million for capital improvesents for the state universicty system fn fis-
cal 1978, Some $8.2 million vas used for property tax rebates to homeovners and
renters targeted to aid the elderly and handicapped persons {n the state. The re-
asainder of the revenue ‘sharing funds vas used for capital improvement of vocational
and technical schools($2 mfllion); reisbursements to local governments for the operat-
ing ‘costs of the state district court system ($1.? aillfon); establishment of & pudblic ’
television system O serve rural aress currently not able to get public television
($600,000); construction of a new state supreme court building ($1 millfon); and
financing of communication systems for emergency medical services ($400,000) .

KENTUCKY,
-

Kentucky will receive $36.8 afllion in general revenue sharing funds ia
FY 1979. All state revenus sharing funds are used to support state capital
construction projects. This year Keatucky allocated fts revenue sharing funds
as follows: 17 percent for construction projects designed to develop the
riverport systea to facilitate the movenment of goods; 1) percent for construction
of the Kentucky Natural Resources and Human Résources Laboratory; 14 percent for
construction of roads and lodges in the state park system; 12 perceat for coa~
struction projects designed to 21d access of handicapped pexsons to state facflities;
12 percent for capital iaprovements of state prisons; 9 percent for capical -
improvements of state hospitals, aursing hoaes, and other hesith and social
service facilicies; 6 percent for construction projects in support of the state
comnunity college system; 5 perceat for emergency malatenance, mafnly zechanical
and electrical, of state-owned building; 5 percent to regular maintenance 'H
stace-owned buildings; and 7 percent for atsceéllaneous projects.
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LOUILS

Louisiana will recefive $44 millifon in revenue'sharing funds for FY 1979.
Louisiaha's entire revenue sharing allotment went to the Department of Trans-
portation and Devilopment. The state identified traasportation as & high
priority item because it provides statevide benefits and because the svampy
terrain in the state wakes it both costly and difficult to build snd maintain
8 good-transportation system. Many roads bullt fn Loufsfens must be supporced
by pilings, vhich adds to the expense of road construction projects.

MAINE

General Revenue Sharing payments to Maine, currently $15.6 nilifon, bave
been used entirely to assist local governments since the prograa began. The
funds are eaarmatked for teschers' pensions, which are fully patd through state
funds and revenue sharing. By defraying a portion of teacher pension costs,
revenue sharing is providing this year $1 of tax relief for each $1,000 1o real
estate for each of the 500 citfies and towns in Maine.

MARYLAND

Maryland will receive $45.7 million under the General Revenue Sharing program
in FY 1979. All revenue sharing funds are used for retirement denefits and over half
of these funds are used for teachers'benefits. Teachers have 5% of their salary

withheld and contriduted to their retirement fund. The State then matches this

" amount at the time of retirement. Because the value of the earned credits and
benefits frequently exceed the amount which was withheld, the state makes up the
difference. Overall, the state pays approximately 33X of the total local education
costs.

MASSACRUSETTS

The Conribuvealth of Massachusetts will receive $72.5 million under the
General Ravenue Sharing legislatfion fo FY 1979. All of the state's revenue
sharing allocation 1s transferred to the General Debt Service Retirement Fund,
through vhich the Massachusetts construction and capital {mprovements program
is financed. Revenue sharing payments account for about 27X of all contributions
to the General Debt- Service Retirement Pund. If Massachusetts were to lose fcs
revenue sharing sllocation, a 3 percent tax {acrease or a § percent cut in programs
would be necessary in order to compensate for the loss.
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MICHIGA:

The scate of Michigan will receive $96 million in revenue sharing funds
ta FY 1979.° The revenue sharing funds are aporopriated for state meatal health
_ programs and services. Specifically, revenue sharing funds are used to support
. the operations (i.e., staff salarfes, programs and services) in the state's 26
fscilities for the treatment of mental conditions.

These {aclude 10 regionsl facilities providing care and treatment for the
mentally $11 (five of which haw specfalized children's units); 12 regional centers
for the developmentally disabled; one specialized clinic for resesrch and training
vhich tteats mentally 111 adults and children; one center for examinscion, diag-
nosis, and treatment of {ndividuals who are or have been under crimfnsl fndictment
and vho are or may be mentally §11; one specislized facility for the treatment of
mentally £11 children; and one center for the treatment of children who are doth
mzentally 111 and developnentally disabled.

During the curreat fiscal year, Michigan state goverament will spead $492

atllion fn-the state mental health pkgun\mkiveme sharing funds vill be financing
approximately one-fifth of the total effore this area.

Without revenue sharing funds, the state would have to either cut existing
programs or raise taxes, the latter approach being very difficulc given Michigan's
tax limfcation amendment.

| pwvEsora

The state of Minnesota expects to recefve $45.7 million {an revenue
sharing funds in FY 1979, Minnesota spends all of fts allocation to match
federal funds under the Medicafd program. About 200,000 Minnesota residents
are served by Medicaid. .

MI3SISSIPRI

The state of Mississippfl expects to receive $33.7 million {ia
sharing funds {n FY 1979. Funds have been allocated for the ut‘xov:::::u‘
and construction of state and local duildings. The bulk of the state's
psyment has been used for construction projects on college and university
canpuses. Some of the funds have deen targeted to making the campuses
accessible to handicapped students fn accordance with federal regulations,

Revenue sharing dollars have slso been appropristed to the Lidra
Comnission to be spent for renovstion and new conitmcuen of llburiz.
Local units of government must provide 50 percent of the cost of the library
project, and the state assists vith the remaining 50 percent with revenue
sharing funds.

Other renovatfon and construction projects for vhich revenue sharing
funds have been allocated are state mental health hospitals, corrections
facilities, and faprovements in the state capitol.
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SSOURT

3 . Hisgourd will recefve $43 millfon in General Revenue Shar{ug payments
. in FY 1979, Revenue sharing funds are sllocated for new capital con-
struction and physical plant maintenance. These projects have fallen
- {nto three main categories: higher educatfon, mental health, and general
state improvement projects. The state has comnitted 'a significant portfon
of {ts revenue sharing entitlement to projects aimed at complying with
‘such federal mandates as Title XIX of the Socfal Securfty Act (mental
heslth space requirements ) and Section S04 of the Vocatfonal Rehabilication
Act. The state has also used the funds to improve the facilities of the
Univérsicy of Missourti system, relieve overcrowding {n the state's cor-
rectional facilities, as well as to construct and maintain schools for
severely handicapped persons.

© MONTANA

Montana uses its entire $82 million General Revenue Sharing payment for

elementary and secondary education programs in the state. The funds are targeted
-.to afd the least affluent countfes in the state {n maintaining quality education )
. programs vhere 40 mills of property taxatfon does not raise funds adequate to support

. Programs at a standard level statewide. Localities have discretion to levy s lizited
additional property tax which also is supplemented by the state {f it does not raise
adequate funds. Under state law, property taxes rafsed for education purposes may
0ot Tise sbove the level of 55 aills unless voters give their approval.

. The state of Nebraska uses the $14.2 million it receives under the revenue
tﬁating program to support elementary and secondary education in the state. The
funds are allocated as general purpose sid and distributed to local school dis-
tricts under the state's $55 millfon Foundation/Equalization formuls., The formula
‘weighs average daily school attendance and local per pupil expenditures. The state
plcks up 20 percent of the total cost of elementary and secondary education in
Nebraska.

NEVADA -

The revenue sharing payments to the state of Nevada are estimated at $5.)
million f{n FY 1979, Alg of the funds are transferred into the Distridutive School
fund, through which state aid is given to local school districts on the bdasis
of an equalfzation formula. The formuls takes foto sccount the size, properly
tax capacity, transportation needs, and size of the schools of each school district.
The federal revenue sharing funds represented 5.77 percent of the total Distributive
School Fund in 1977-78. Overall, the state pays about 50 percent of the total cost
ol elementary and secondary education fa Nevada.
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- Nev Jersey state governmant will receive $75.5 million {a FY 1979 under the
“-revenue sharing program. These funds are earmarked for the state's share of social

security costs for state government smployees. :

Elimination of GRS would affect not only state prograas but would also be
detrimental to local governments. The state dudget supports coré than one-third of
all public spending in the major cities of New Jersey. State government pays over
33 percent of all its resources in divect aid to locsls and sends 100 percent of all
Fevenue from the state {ncome tax to local units of governmeat, - In addition, the
. state pays all of the local share of Medicatd, or $300 aillfon. New Jersey supports
slnost 60 percent of all urban school costs. For exasple in Nevark, the state pays

76 percedt of the school budget and {o Casmden 79 percent of the budget.

. 1f GRS is eliminated, the costs of socfal security would have to bs made up at
. ‘the expense of other programs iacluding many of those involving local government.
New Jersey does cot have a projected surplus large enough to fill t void. The
expected 1980 state budget balance is $36 millton, less than 1 percent of the recom=

mended expenditures.

NEW MEXICO

New Mexico uses the $14 million in federal revenue sharing funds {t receives
to support prograas administered by the state's Departament of Health and Eaviron-
ment, Programy that have been supported by General Revenue Sharing funds include
the Emergency Medical Services Progranm vhich provides emergency medical care to
rurel vesidents; the Family Service Program which provides fanily planning, nutrition,
and other services to women of child-bearing age, expanded comunity-dased mental
heaith, developmental disadility, alcohol and drug abuse programs and gerfatrfc

_trestmant programs.

YW YORX

¥ew York state will receive $25
curtent plan of the state is to spen
health ($62 million), public safety
. social development programs($ll million),
.. vecreation, housing, économic development,

6 million in revenue sharing funds in 1979. The

4 the funds for public education ($75 millies),
($25 mtliion), traasportation (§24 millfon),

and a veriety of other activicies, including
consumer, and environmental programs.
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KORTH CAROLINA

The state of North Carolina will receive 356.3 million {n revenue sharing
funds {n FY 1979. The state nov divides its allocation between construction
projects and education programs, as descrided below: -

e Construction: About $25 mfllion of North Carolfna's entitlement
vas appropriated for the construction of corrections, education,
sad port facilitfes, hospitals, and other pudlfic buildings. Some
of the revenue sharing funding (particularly in the education
facilities, public buildings, and hospital projects) vas speat for
compliance with federal codes, {ncluding OSHA tegulations and the
Section 504 guidelines desling with accessibility of buildings to
handicapped persons. .

e Educatfon: About $21 million of the state's revenue sharing funds .
are'allocated for textbooks and schodl buses for elementary and
secondary schools. Reveaue sharing funds support 1001 of the state
program {n both cases. School textbook resources are ailocated teo
districts on the basis of school earollment; under the school bus
transportation program, the state pays the cost of replacing bduses
on an as-needed dasis,

NORTH DAXOTA

. The §$ 6 million North Dakota recetv@d last year as its state revenue sharing
allotment vas spent entirely on education. The $6 milifon vas distridbuted to

_education agencfes as part of a $180 million state foundation grant program. Under

this program, the state legislature determines the cost of education on a per pupil
basis: For the upcoming fiscal year, the statevide average {s $920 per pupfl. Funds

" from the foundation grant program supplement spending by localities as needed to

bring them up to this level. The average tax levy at the county level rsises about

30 percent of the needed funds, vith the state supplementation paying for the remainder.

OHIO

Ohio used the $93 million $t recefives as the state's share of general revenue
sharing to support three main functions: the School Foundation Fund, higher educa-
tion, and general operating expenses for over 100 state agencies.

-About half of the general revenue sharing money goes into the School Foundation
Fund. An Ohfo statute guarantees state aid to localitfes based on their local tax
effort in an attempt to equalize the revenues rafsed by property “poor’ and property
“rich" communities and thereby maintain quality education throughout the state.
Countfes vhich cannot raise a specified amcunt per pupfl through a standard tax levy ~
receive a supplement from the state to bring them up to a minimum ststevide per puptl
dxpenditure. Localities with a high tax effort receive a second subsidy. Local schodl
districts have wide discretion in the vay they spend the funds.

The other half of the state's revenue sharing paydent is split about evenly
betveen funding for higher education and general operating expenses for state
agencies. The largest proportion of afd for state agency operating expenses goes
for mental health and retardatfon progranms.

-4




1 education funding

: " Oklshoma will receive $23.7 million {n federal general revenus sharing funds
TY 1979, sll of which vill be spent on education. In 1977-78, tha educstion
dget for the state vas $810.2 millfon, Sctate 814 accounted for 32 percent of

174
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, with revenue sharing funds making up 6.2 percent of the

ste share. The revenue sharing money aids the state progras to equalize education
expendituras throughdut the state and saintsin quality education programs for all
_students. Counties vhich cannot raise s specified ancunt per pupil through & .
.statdard tax levy receive a supplement from the state to bring them up to & minimun
statevide per pupil expendicure. Localitties wvith a high tax effort receive & second

" gubsidy based on their tax effort and the wealth of the districe.

OREGON

PENNSYLUANIA

dary education
of mentally re

courts.

o Basic Grants:
of a basic grant equal to 301 of its prior year's approved
operating expenditures up to s maximum of $501 per pupil. A
slightly higher allovance is made to those districts operating
necessary ssall schools.

" The state of ‘Oregon vill receive $25 millfon in revenue sharing payments in
-FY 1979. All of the state's revenus sharing dollars are legislatively ap-
propristed to the Basic School Support Fund (BSSF). The total Basic School .
Support Fund in 1978-79 amounted to $341,000,000, of which federal revenue sharing
amounted to 7.72 percent.
the total approved current operating expenditures of school districts statevide.
All school districts receive an apporticnment from the Fund. The money is dis-
cridbuted for the purposes of: ’

The BSSF represents a state contribution of 40X of

e Transporcatfon: Each district £s reimdursed approxicately
50X of the prior yesr's bome to school transporcation cost.

Every district receives reisdursement in the form

¢ Equalization Allocatfon: Approximately 70 percent of the
districts qualify for equalization funds based upon the relative
abilicy of the district to supporc its approved program froa
property tax sources.

e Changed Earollvent Allocation: A comparstively small dollar
amount from the total appropriation is allocated to districts
demonstrating growth or decline in pupil populstion. '

“. The state of Pennsylvania vill receive $111 millfon {a General Revenus Sharing
tunds {a FY 1979. All of the soney s transmitced to local units of government for

che folloving purposes:
o Ald to Local Education: $75.8 millfon 1is sllocated for elementary and secon-

purposes. About $55.1 aillicn ts sarmarked for the education
tarded or handicapped children. Sudbsidies for pupil -transporta-

e County Court Svstes

»

ticn sccount for $20.7 million of the state's revenue sharing funds.

1 $24 million is allocaced for general support to local
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o Wastevater Treatment: $13.€ millfon supports the cost of operating municipsl N
sevage treatmant plants. The state provides & grant equal to 2 percent of

the construction costs of & treatment plant 8o that operating funds are avail- .
able once a plant is in place. i s

o Eanvironmental Heslth: -$3.3 million {3 allocated for local environmental T
health programs. Most of the funds have been used for inspection and

sonitoring of water supplies, pudblic swimping pools,and radiological health

and for rodent control.

E_ISLAND,

The state of Rhode Island will receive $9.7 million in vevenue sharing
funds {n FY 1979. 7This year funds sre sllocated for s varfety of programs,
{acluding $3.5 million for health and hospital programs, $1.9 millfon for
higher education programs, $1.7 nillion for service prograams for the elderly,
children, and youth, $700,000 for transportation and $670,000 for public safety
and corrections.

SOUTH_CAROLINA

.- The state of South Carolina uses the $30.7 millfon in revenue sharing funds

it rveceives for the state retirement system and for soclal security contributions
for state employees. A portion of the state funds {s allocated to the state teacher
retirement systen. .

Like many states, South Carolina offers a program of afd to local units of
government vhich {s much larger than th; federal revenue sharing payment received
by the state. South Carolina provides 395.8 mfllion in genersl purpose fiscal
assistance to munfcipalfties and counties.

SOUTH _DAXOTA

The entire amouat of vevenue sharing funds which South Dakota receives,
$7.7 millfon £n FY 1979, is earmarked for elementary and secondary education
purposes, Funds ave distridbuted on a classroom unit basis for general
purpose aid programs to local school districts. Instructions accompanying
the state aid payments to the school districts request that revenue sharing
funds be used for teacher salaries and non~federal programs., Revenue
sharing funds for FY 1979 constitute approximately 23X of the state shavre of
aid to elementary and secondary education. .
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The state of Tennesses will receive $42.5 miilion in revenue sharing paysents in FY -
“‘591.9.“ fevenus sharing {s used to belp fund the teschers’ retirement svstem. The state )
‘the employer's comtribution for retirement and social sscurity benefits for all public
dugol teschers in the state. In FY 1980, the cost to the state vill be more than $140
milifon for.the two programs. .

u}oelhon of revenue sharing funds to the Teschers’ Retirement System s part of

“an {atens{ve’affort by the state in recent years to ensure that pensions keep pace vith
_i6flstion and that the retiremant system is operated on an sctusrially sound basis. A

-3 percent cost-of-living incresse for retirees vas recently enacted by the legislature,
sad the state is nov operating under s forty-year plan to fully fund the retiremsnt systes.

Revenus sharing payments provide spproximately 43 percent of the employer com-
ribueion for teachers' retirement prograns. Some revenue sharing funds ia Tennesses
have beea allocated to education inftiatives since the fnception of the progras, and
the funds received have gone to education exclusively- siace FY 1976, A

The state of Texas vill r. cefve $111 millica {n revenue sharing funds

£6 FY 1979. ALl of the funds are allocated to the University of TexasSystem,
the Texas ALM System, and tventy other state colleges and univarsities. The .
funds sre used to dafrsy the day-to-day operating expenses of the univer-
sities, and a small portion (110 is speat on capieal {mprovesents.

s -
Utah will receive $139 millfon in Censral Revenue Sharing funds for FY 1979.
: ~During the past four years, Utah has allocated its entfre allotment to support the
public education systen. Money is silocated to the genersl school program and 1is
- used for the cperstionsl expenses of elementary amd secondary schools. Thedistribu-
. ‘tion 1s amadeon the basis of the ousder of pupils in a school. Revenue sharing accounts
_-toz spproximately 5 percent of the scate aid.

The gtate of Permont will recesve $6.8 millfon as its revenud sharing en-
‘titlement fa FY 1979, All of the state share is sllocated to a property tax
veltef fund, and Vermont taxpayers are entitled to a credic for property tax

aid {n excess of an established sliding scale {n the case of homeowners ot ia
-excess of 20 percent of gross reat {n the case of renters. -In 1977, about 15,000
“slderly perscas received a redate under the program (about 40 percent of the totsl
aunber of beneff{ciaries were Over 65 years of age) and adbout 16 percent of the

" peneficiaries vere families vith annual {ncomes of less than $8,000.
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VIRGINIA

The state of Virginia allocates the entire amount of its revenue sharing
progran, $47 million this year, for its $412 million Basic School Aid Program.
The program {s targeted to communities having a low "ability-to-pay” for education
and assists local school districts in meeting statevide standards of quality for
elementary and secondary. school programs.

YASHINGTON

The state of Washington uses fts $31.5 wilifon annual revenue sharing
allocation to finance costs assocfated with the state vetirement systems. About
67 percent of the employees covered by the systems work for local unies of
governzent, including all teachers in the state, all local law enforcement
officers, all firefighters, most local judicial personnel, and all the other
eaployees of all local goveraments except Seattle, Spokane, and Tacoms. The
revenue sharing funds contribute to a &40-year state effort to ensure that the
pension plans are funded adequately so that they are capable of providing the
benefits to which participants are entitled.

WEST VIRGINIA

The state of West Virginfa will recefve about $21 million fn revenue sharing
funds in FY 1979. 1In 1978-79, the bulk of the funds has been allocated for the
construction of public hospitals ($8.6 million) and vocational-technical schools
($6.7 million). Some of the funds vill be uscd to make the buildings accessible
to handicapped persons. In addftion to these prolects, funds have been sarmarked
for park improvements ($1 millfon), alleviation of flooding problems by improving
munfcipal storm sewer facilities ($500,(00), completion of a scenic overlook
($250,000), and expansion of a state-owned series of regional farmers® smarkets
($20,000).

WISCONSIN

In Yisconsin, the $53.3 millfon state share of revenue sharing s used,
entirely to offset local property taxes and {s targeted to school districts
having a low taxing capacity relative to the rest of the state. One hundred
percent of Wisconsin's revenue sharing funds is allocated to the school aid
fund, through vhich the state of Wisconsin pays 40 percent of the statevide cost of
elementary and secondary educatfon. The amount each dfstrict receives is deter-
afned under s formula vhich takes into account school enrollment and 'equalized
value” (that 1s, the value of the property tax base adjusted by the state to
account for differing assessment practices In local jurfsdictions.) General
Revenue Sharing funds account ror about ? percent of state atd to local education.
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WYOMING

Uyoming will receive §% million in revende sharing funds in FY 1979. The
state allocates its share for the operating expenses of the Department of Revenue
and Taxation. Percentage-vise, the state of VWyoning is growiang at a tremendous
rate in order to produce coal and other fossil fuels for the rest of the natfon.
Becsuse of this growth, and the related "people probleas” which accompany it,
Wyoming cannot afford to lose its revenue sharing allocation, vhich is approxi-
mnately 3 percent of fts annual budget. Increases in tax base are years behind
the needs which must be provided by the state. Wyoming now, perhaps fau than

ever before, needs all available funds. ,
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SUMMARY OF RECOMMENDATIONS

- INTRODUCTION

This report presents the results of a review conducted by Governors over
the past efght months to obtain:

¢ an evaluation of federal grants-in-aid received by states; and

e suggestions for specific areas of intergovernmental assistance
in each state vhere greater program flexibility and/or
consolidation would produce savings.

The review was initiated by Governor Richard A. Snelling of Veraont,
Chairman of the Committee on Executive Management and Fiscal Affairs of the
National Governors' Association, in response to a request from President Carter
and James T. McIntyre, Jr., Dircctor of the Office of Management and Budget.

At a White House meeting in December 1978 the National Governors'
Associatfon pledged to support President Carter and Mr. McIntyre in their
efforts to achieve a balanced federal budget by 1981, The Governors made
eight general recommendations to control federal spending and suggested
several significant reforms in the federal grant-in-afd system. President
Carter and Mr. McIntyre expressed appreciation for the Governors' support and
suggestions and asked them for specific recommendations for changes in {nter-
governmental assfstance. Governor Snelling and the Committee on Executive
Management and Fiscal Affafrs agreed to take up this challenge for two reasons.
First, continuing the NGA support for a balanced federal budget angd gepeating
demands for reform in the grant-in-aid system without a concomitant effort to
focus on specific programs and elements of the federal grant system would be an
inadequate response to growing public sentiment for controlling public sector
growth. Second, the nation's Governors are in a strong position to evaluate
.the relative importance of intergovernmental assistance programs, to
observe how they are administered, and to suggest improvements,

The conclusions that can be drawn from the survey responses are set
forth below. A summary of individual comments is presented in the section
entitled ''Responses from Governors on Grant-In-Aid Priorities.”

The Governors' review has been undertaken at a time when federal
domestic assistance has already been substantially reduced in real dollar terms.
In his fiscal year 1980 budget, the President proposed an $800 millfon increase
in grants-in-aid--a 1 percent increase over the fiscal year 1979 level of
$82.1 billfon. But because the rate of inflation is more than 10 percent, the
spending power of grants-in-aid has been reduced by about $8 billfon between
1979 and 1980,

The Governors offer this report in good faith that it will be used by the.
Aduinistration and the Congress in undertaking comprehensive reforms in the
federal aid system along lines recommended not only by the Governors but also
by the Advisory Commission on Intergovernmental Relations. Such reforms include

-1-
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grant consolidation, simplified grant management procedures, improved
program design and evaluatien, and reviev of realignments in the responsi-

_ bilities of each level of government, The savings that accrue from these
and other reforms should account for a substantial percentage of any further
reductions in federal grants to state and local governments.

The Governors should not bear the entire burden of recommending budget
reforms, hovever, nor should cuts in programs take place based solely on the
recommendations in this reports The Administration and Congress have an equal,
if not greater, responsibility to {dentify and undertake reforms in federal
programs. The Governors stand ready to work with the Adainistration and
Congress on a comprehensive approach to controlling government spending by
increasing flex{bility and reducing overhead costs in the federal aid systea.

RECOMMENDATIONS

An_Overhaul of the Federal Crant-in-Aid System

The Governors' responses to the survey of federal grant-in-aid programs
reiterate a recurring theme embodied in policy positions of the Natfonal
Governors' Association: that the federal government, in designing and implement-
ing programs, fails to recognize the high level of state involvement in financing
and administering these programs. The Governors believe that reductions in the
total cost of the grant-in-aid system and improvements in service delivery can
result from the reforms advocated in this report.

Reaffirmation of the Governors' conviction that the grant-in-aid systea

needs a thorough overhaul is the center ot their analysis and recomaendations.
Such an overhaul should involve a program-by-program review and should result

in a series of grant consolidations and regulatory reforms designed to introduce
greater flexibility. ’

The Governors responding to the NGA grant-in-aid survey made two over-
riding recommendations:

e Federal grants-in-aid to state and local government should be
consolidated in at least the following areas:

employment and training

environmental protection

community and economic development
- -—. education

lav enforcement

energy

social services

health

Governors believe that consolidation would ease probleas of duplication
and excessive administrative requirements and would result in increased program
effectiveness and cost savings of up to 10 purcent.

<

-2~
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e Consolfdatfons should bring flexibflity to the federal grant
in-aid system, not overlay new requirements,

Governors stress that the federal aid system aust -respond to the diverse
needs of the states. The federal response to this diversity in the past has
been to expand categorical programs nationally to meet new neceds rather than to
reallocate existing resources or to allow greater state discretion. Reducing
federal program costs and consolidating or realigning federal grant-in-aid
programs can be achieved only if this diversity fs recognized. Greater
recognition of diversity as an element of federal aid reform can be achieved by
consolidating simflar grant programs, giving the atates the flexibilfity to target
the funds, and simplifying administrative requirements,

In additfion to grant consolfdation and greater flexibility, the overhaul
of the grant-in-aid system must focus on adninistrative reforms such as
forward funding, standardfzing "maintenance of effort" and "crosscutting”
requirements, and including, rather than bypassing, states in programs aimed at
local government.

Identifying Appropriate Program Responsibilities for Federal, State, and
Local Governments

The Governors believe that sorting out the roles of state, local, and
federal government is essential to fundamental reform of the grant-in-atd
system.

The three levels of government currently share funding responsibilities
for a wide variety of programs. While this cooperation was intended to ease
the financing burden for each level of government, it has often led to
administrative complications and lack of accountability for effective delivery
of services.

Individual Governors have suggested that program responsibilities be
shifted so that state and local governments shoulder most of the cost and
administrative load for some programs while the federal government takes over
other efforts. Some Covernors have suggested that state government assume
responsibility for education and the federal government take responsibility for
welfare, health insurance, and macro-economic stimulus programs. The Covernors
recommxend that a joint federal-state task force be appointed to study this
fundamental fssue and to make recommendations in time for incorporation in the
FY 1982 budget proposals.

Evaluation of Federal Programs

As the remafnder of this report demonstrates, Governors can make
substantive critiques of federal priorities and programs. However, an over-
riding problem concerning the operation of federal programs is the federal
government's i{nability to evaluate its own progranms.,

-3~
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It {s not alvays realistic to expect states to critique federal programs
before agreeing to administer them. With some notable.exceptions, fedéral
funds are for dedicated purposes, and states are usually faced with the choice
of participating or not participating in each federal-program, Once this
deciston 1s made, state officials concentrate their analyses on the largest
federal program becsuse it is not within their purviev to.alter the bdasic
guidelines or to reéprogram the federal funds to higher state priorities. .
4. states tend to focus on programs and problems that they are responsible
for financing and operating.

The federal government needs-a stronger evaluative capacity. $tate
officials would be more than willing to work closely with professiornal prograa
evaluators who are charged vith determining the effectiveness of federal
programs from a national perspective.

_4-
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RESPONSES FROM GOYERNORS ON

GRANT-IN-AID PRIORITIES
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INTRODUCTION

In January, Governor Richard A. Snelling, Chairman of the Committee on
Executive Management and Fiscal Affairs, wrote to each Covernor requesting an
evaluation of grant-in-aid programs and suggestions for specific reforms. In
response to Governor Snelling's request, thirty-five states communicated with
his office or NGA; twenty-five states sent written responses. The tventy-five
- Tesponses are representative of the states in terms of geography and population.

" §ix responses were from the Northeast, seven from the Southeast, five from the

- Midwest, and seven from the West. Thirteen responses came from states with
populations above the 1975 median for the fifty states; twelve came from states
with populations below the medisn. In addition, a written response was received
from the Commonwealth of the Northern Mariana Islands,

While the résponses account for a majority of the states and provide a
representative sample, the program-specific comments cutlined in this section
must be considered to be the views of individual Governors who responded to
Governor Snelling rather than a consensus view of the members of the National

Governors' Association. The information request was intended to elicit Governors'’

opinions on the federal grant-in-aid system and their priorities for the use of

federal funds in their respective states. It was not intended to be a methodolog-

ically precise instrument.

-6-
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ADMINISTRATION OF JUSTICE . -~ .-

" The Covernors had mixed reactiops to federal administration of Justice

programs. They placed s high priority on juvenile -Justice and delinquéncy
prevention programe and generally supported a few other programs administered
by the Lav Enforcement Assistance Administration. ' However, sotie Governbrs

falt that LEAA programs wera ineffective in their states.

Lo

The ujor'i‘['ont:tﬁution of LEAA funds has been in the areas of planning

and coordination, Many Govérnors believs that before LEAA was dntcted, -
insufficient thodght was given ‘to coordinating criminal justite services to

: develop & system in which relevant groups work out problems together. Since,
the ensctment of LEAA, however, Many Goveinors see the value of such planning
and coordination. One Governor pointed out that LEAA-funded planning in his
state costs 3/10 of 1 percent of the annual cost of the criminal justice system.
He asked: "Do you know of a successful business with. . .the kinds of
responsibilities of a criminal justice system wvhich only used 3/10 of 1 percent
for planning and coordination?” '

' Governors felt that many programs under LEAA did not allow the flexibility

needed to handle law enforcement problems in their states. For exasple, one
Governor said:

"A great deal of research has already been conducted on the impact
of federal law enforcement assistance and alternatives to the LEAA
program. Some of the areas that might be easily consolidated

or eliminated are the following:

a. The regional planning units' planning functions are largely :
duplicative of the statewide council on crininal justice administration. .

b. The courts planning grants have been grossly nisused by the
courts administrator's offices and have been used primarily to
operate the offices, rather than exclusively for judicial planning.

¢. In addition to the block grant system adainistered by the stites.

‘a discretionary grant program is operated directly from Washington.

These funds are often received without fnput from the state planning
agency or from state or local officfals. These projects may often
duplicate projects funded at the state level and often do not fit
into the state planaing process and therefore could be subject to a
possible elimination. i . -

d, LEAA was originally designed principally as a block grant program.
However, it {s now divided into Part B funds for planning, Part E funds
for correction, and a separate block of money for juvenile delinquency.
Thus, it is turning more and more into a categorical program. Considera-
tion needs to be given to going back to consolidation of grants vith more
discretion to the state; some reduction of funding in this area could
accompany such flexibilfity."

-8~
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These comnenta underscore the Governors' feeling that federal categorical
grant-in-aid programs in general do not permit the flexibility necessary to
deal with the range and complexity of the problems the programs are designed

to solve. Another Covernor commented: "Close scrutiny of the entire LEAA
program is essential, Where local goveruments have replaced local funding
with federal subsidies for the same servicé, the program should be phased out."

Finally, a few Coveruors believe thit certain LEAA programs have not
lived up to their original intent and should be eliminated. For example, one
Governor responded: "I know of no other area where money has been spent less
effectively. The elimination of the $650,000,000 appropriation along with
the elimination of concomitant regulations would not significantly izpair the
effectiveness of our law enforcemeat programs.”

The general feeling is that most LEAA programs, vith s major emphasis on
Juvenile ?togrm. should continue but with major revisions that reflect
Governors® concerns about overcategorization and ineffective programs. Ome
Governor ¢concluded: "Given our limited ruourczu » we need to pay for those
programs that work effectively." .
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' EMPLOYMENT AND TRAINING

1

Programs Included In Reviels
CETA
Specific Programs:

Job Corps

Youth Community Consdrvation and
Improvement Projects

WIN
Employment Service
Specific Programs:
Job Matching
Migrant and Seasonal Faraworkers
Administrative Expenses
Unemployment Compensation Adainistration
Veteran Apprenticeship/On-the-Job Training
Senior Cmity Service
BLS Statistical Progranm

OSHA

-10-
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EMPLOYMENT AND TRAINIMNG

CETA

Covernors' comments concerning the CETA progras ranged from a call
for elimination of the program to consolidation of titles into s single
erployment and training program. Consolidation of these programs with
the WIN program vas also suggested.

As adainistered prior to the 1978 amendments, CETA was criticized
by some Governors as too wuch of an "add on" program within state goverument.

As one Governor commented:

"1 realize that CETA employees have been widely utilized by every
level of local government. However, I personally believe that

local governments would rather have an increased amount of local
governmpent revenue sharing inp which they would have greater latitude
in expenditure than the CETA program. 1 also feel that the purposes
of the CETA program can b2 better addressed through a strengthening
of the training coaponent.

1 am suggesting that the CETA program be assessed on two fronts.

First, OMB should work closely with state and local budget officers,
Governors, and others to give consideration to expanding skill
" training programs. Second, methods shculd be explored to subsidize local
governments in a way more acceptable to the American public.”

Other Governors emphasized the value of the program but suggested
the consolication of titles. One Governor said:

"We would recommend consolidation of all titles of this program, but
short of that, at least consuvlidating Titles II-A, B, C, and D, and
1V, into a3 single training program, and providing additional
flexibilfty to the states to administer the program, would be
desfradle.”

A reduction from the current requirement that seven applications,
grants, or modiffcations be subzmitted to a single application or
modification for funding was recommended to facilitate administration
of the system. The staffing requirements of the CEIA program were also
addressed, particularly for advocate and complfance positions.

Consolidation of CETA with other job training programs was recommended
to decrease costs and increase effectiveness. Comments from Governors
included:

“Consolidation cf the CETA and WIN programs could result in savings
through 2 reduction of administrative duplication. Both programs
provide bas{c manpover services and job> skill development to the same
or similar client groups. An alternative to consolidation would

be elimination of these very staff-heavy programs with an accompanying
increase {n state revenue sharing based on state Jnesployment rates
and the consumer price index."

~11-
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*Job Corps should be absorbed into other job training titles of CETA.
Proliferation of programs under CETA, Vocational Rehabilftation,
vocational Educatfon, Work Incentive Programs, and others results

in high administrative costs and poor cost-effecttveness.”

Public Employment Services

Some Governors recommended concentration of job placement in state-
administered Employment Service offices. One Govermor said:

"Employment services provided through the Department of Labor and
the U.S. Employment Service are duplicatéd by social services
agercies for specific client groups. Job developmwmnt for isolated
client groups is done by welfare, corrections, and rehabil{tation
agencies, vhile the real expertise and opportunity for job
development efforts is with the Employment Service office."

Some Covernors deplored the ted tape and unnecessary special preograms
in the Employment Service. One Governor said:

"The real total impact of nine different sub-programs which

(the state) is currently reguired tostiff and operate, because

of special DOL mandates, is hard to estimate. Savings would de

realized through reduced reports, computer utflization, and other
administrative costs which are hidden within each program. If DES

had authority to shift funds between programs and did not have the
multitude of DOL performance criterfa, significant savings would result.”

One Gowewnor estimated that administrative costs could be reduced by
16 percent {f DOL mandates were eliminated. The 'Model Information and
Public Communication” prograsm was used as an illustration of special
program efforts which “creep up froo time to tire.” The basic grant
should be broad encugh to accommodate such special programs. Job Matchine
wvas described as another effort that should be combined into existing
grants. One Governor questioned the need for an Employment Service
program designed to encouvage the private scctor to create more job
opportunities: 'No special effort should be needed to assist a healthy
private sector expand its employment opportunities.”

The Veteran's Apprenticeship Program

Operations by state labor agencies for the Veterans Administration are
both costly and declining in importance, according to tvo Governors'
comments:

“The prograc could be run such more efficiently at some savings

to the federal governcent. For exaople, to enroll an apprentice
in the veterans progran recuires the completion of approximately
10 separate questionnaires and forms. By contrast this department
enrolls an apprentice by completing a single form."

[t is recommended that this is a low prioritv prograz of domestic
agd to state governments and could te abolished at the federal
level."

-12-
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Gowerm;n‘ reactions to employvent and training programs are susmarized
by this coement: "These programs need consolidation and appear to be in need
of special attention in terms of simplification and removing red tape.”

Costly dupiication of services can be eliminated {f Governors are
given the flexibility and responsibiiity to develop state employment
assistance plans that identify the employment needs of their constituents
and describe how the plans will work with and through the CETA prime
sponsor system, education agencies, vocational rehabilitation programs,
and economic development agencies.

The Governors support the gemeral thrust of combining employment
and training programs and the prcvisions of the Administrat ion's
welfare reform proposals that address that need. It {s equally essential to
reduce the duplication of the federally controlled employment service
and the locally controlled CETA system.

N - J—
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HUMAN SERVICES

Programs Included In Review

Child Support Enforcement

Child Welfare Services: State Grants
Child Abuse and Neglect

Afd to Families with Dependent Children
Title XX

Training Grants

Vocatdonal Rehabilitation

Special Programs for Aging:
= Title 111, A8 B

Nutrition Services for Aging

Other Programs for Aging (Employment,
Senior Centers, Ombudsman)

Rehabilitation Services and Facilities
and Training and Research

Disability Detercination Programs
Community Services Administraticn

Specific Programs: VISTA
RSVP

Foster Grandparents

Headstart

Emergency Energy Conservation
Alcohol Abuse Progracms
Drug Abuse Progracs
Mental Health Programs

Medicald

H:alth Tinancing Research

~14~
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Medicare

Maternal and Child Health Services
Comprehensive Public Health Services
Comprehensive Health Planning
Crippled Chfldren Services

Family Planning

Emergency Medical Services
Iepunization Progras

Infant Death Prograz

Specific Disease Programs

Health Professions Programs

-15-
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HUMAN SERVICES

Within the broad area of human services, the Governors made a
pumber of specific suggestions. These proposals are sumrarized below.

CONSOLIDATIONS

At present, & aultitude of assistance programs with different requirements
and different levels of assistance are directed to the same fanmilies or
individuals. Because of statutory prohibitions or administrative
resistance, the relationship of one program to another has not been analyzed
in any but a perfunctory way. The result is ineffective and wasteful

delivery of services.

The narrowness of progrars and competition anong them create duplication
and confusion in service delivery and program administrstion. Many programs
have their own eligibility workers, accounting services, and planning groups
which produce &n annual service plan intended in part to ensure adequate
coordination among Progracs. Unfortunately, coordination is often difficult
to achieve at the state level because programs are organized in an entirely
vertical systes from federal agency to special client group.

Problems also are created when a federal agency undertakes a '&eorganizatlon"

_that does not seek to reduce or eliminate duplicative administrative procedures

and costs. One Governor cited the example of the recent reorganizstion

of the federal Social and Rehabilitative Services (SRS): "The recent reorganization

in the guise of improved efficiency, has created many more demands upon us

and an apparent increase in the size of the federal bureaucracy. When HEW's

Division of SRS existed, the Medicaid, AFDC, and Title XX programs vere monitored

by the single SRS organization. One regional staff person, for exasple,

processed our grant avards. We now have, under the - eorganization, four

different systems. Such recrganization doesn't always bring about improvements

and consolidation, and, if not planned correctly, could create as many problems

as it solves.”

Reasonable program consolidaticn services could improve and reduce costs
in the following areas:

. Title XX

A number of Governors had suggestions for {ncluding categorical
programs under the Title XX quasi-block grart. Progranms suggested for
inclusion are: Developmental Disabilities Act, Child Welfare Social
services, Vocational Rehabilitation, Alcohol and Drug Abuse, and

some Community Services Act and Older Americans Act progrars.

. Facily Planning Prograzs

Under the general family planning head, states may be funded under

tvo federal acts and four titles. One Govemrnor suggested that "services
could be increased in fazily planning by one-third 1f these programs
were consolidated and we had mere latitude. Conversely, we could cut

the costs of these programs by one-third and st111 have the same level
of operation.”

-16-
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'3 Mental Health Programs

Governors recommended a basic federal block grant program for mental
health. They also supported the major consolidation proposal for the
“alcohol and drug abuse programs. There was also a suggestion for block
grants to states to fund community rental health centers rather than

- individual grants to each center.

3 Welfare and Other Transfer Programs

- Short of complete overhaul of the welfare system, suggestions vere

- received for consolidations aimed at reducing administrative overhead.
One Governor proposed a consolidation of several categorical programs
into four basic areas: income assistance, energy conservation and
utility assistance, nutrition, and medical assistance.

. Environmental Health Programs

Water, air, and solid waste programs should be consolidated
into a single environmental block grant to states to provide
flexibility to meet individual states' most pressing needs.
In addition, Goverrors suggested that the meat and poultry inspection
program be combined with the interstate food inspection program to

- allow for some efficiencies and greater state flexibility.

» Crippled Children Programs

One Governor recomsended that the current programs could be combined
to provide flexibility and efficiency with no loss in services.

ADMINISTRATIVE REFORMS

Most Governors participating in the survey suggested reforms and
changes in the administration of federal human service programs. The
following are excerpts from their reponses:

. Title XX

"Reducing planning and reporting requirements."

“Eliminate current eligibility requirements and require that 502
of individuals served be below the poverty level."

“Arbitrary reduction of Title XX to 1978 federal cefling limits

states' ability to meet national guidelines for deinstitutionalization."

. Day Care

"Day Care programs are fragmented among Title XX, WIN, and Vocational
Rehabilitatfon. Eligibility requirements, subsidy amount, provider
standards, and methods of payment all vary, causing confusfon and
adninistrative problems.”

-17-
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° Food Subsidy Programs

"Continued funding for the basic food stamp program and the WIC progras
should be reevaluated in terms of theireffectiveness and efficiency.
These programs presuppose a funding mechanism and a progras thrust
which ensures that lov income clients will receive an acceptable
nutritious diet. However, under the present service delivery system
there appears to be little evidence that these objectives are being
achieved or could even be achieved through these funding sources. Also
there {8 a question as to vhether the federal govermment can effectively
force clients to spend their income subsidies to achieve national
nutritiona} goals.”

"Dye to the dual eligibility requirements for Food Stamps and AFDC,

a possible reduction of $3,000,000 could be realized 1f the administration

of both Food Stamps and AFDC could be merged.”
. Medicaid

ngrates should be given more lstitude in establishing standards for
medical facility certitication (especially staffing requirements).

More latitude is also needed in setting reimbursement rates, especially
nursing home rates, major {eprovements in controls on medical care
facility utilization, new options for providing hoae health services,
and finally, alternatives to current fee-for-service payment mechanisms."”

» Federal Mandate of State Adnmin{strative Structure

"The federal laws which mandate state administrative structure for

relatively small programs should be changed. Examples are the requirements

for a separate administrative unit in the velfarc department for the
WIN program for AFDC recipients, and a separate unfit for child
support functions. States should be permitted to administer these
functions in the most cost effective manner, which may wvell bte as
part of a larger related unit, instead of a separate unit.™

Governors also expressed strong support for humsn services planning
reforms. One Governor commented:

"mile the merits of providing an oversll block grant for alcohol,
drug abuse, mental health administration, etc. are not totally
undebatable, certainly the planning requirements of those various
programs could be consolidated into one state plan vhich would
provide greater administrative control and less money spent on
planning at the state level."”
PROGRAM REDUCTIONS
Some Covernors identified specific programs as targets for reduction
or elimination. At least one Governor viewed tite folloving orograms as
duplicative or wasteful:
Y the state office of economic opportunity progras
. Title XX training
[} summer youth recreation program of CSA

. the Business Enterprise program for the blind

-18-
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EDUCATION

Programs Included In Review

Grants for Disadvantaged Children
Migrants
In-State Institutions
Bilingual Education
Basic Skills Improvement
Strengthening State Departments of Education
Follow Through
Indian Education
Guidance, Counseling, and Testing
Emergency School Aid
Civil Rights Assistance and Training
School Assistance in Federally Affected Areas
Education for the Mindicapped
- Special Education Personnel Development
Higher Education and Student Assistance Prograxs
Vocational Education
Basic Grants to States
Consuzmer and Homemaking
State Advisory Council
Professional Developzent
Bilingual Vocational Training

Adult Education

-19-



Library Resources

Library Services and Construction

$chool Library and Instructional Resources

Interlibrary Cooperation

Special Projects and Training

Environmental Education
Consumer Education

Arts in Education

Career Education

Metric Education

Alcohol and Drug Abuse
Gifted and Talented
Women's Educational Equity
Indochinese Refugees
National Diffusion Program
E£ducational TV Programzing

Community Schools

Educational Personnel Training

Teacher Centers

Teacher Corps
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EDUCATION

The number of federal categorical grant-in-aid programs for education
is extensive; ACIR has counted 78 federal elementary, secondary, and
vocational education programs. The Governors responding to the survey
Teacted to the proliferation of categorical education grants with suggestions
for consolidation and administrative reform.

CONSOLIDATIONS

Nearly all Governors had suggestions for consolidations. Some
envisioned broad comprehensive education block grants. Others suggested
combining sin{lar programs on a more limited basis. ~

® Specfal Educstion and Handicapped Block Grant

"Consolidate all special education and hand{icapped prograas,
equal employment opportunity programs, innovative education
programs, neglected and delinquent programs, etc. into a
single block grant program. If necessary, provide minimum
guidelines for use of funds.”

e General Education Block Grant

"Elfminate 211 special grant prograns and fnclude some reduced
level of support in a general education block grant to states.
Consolidate such programs as adult basic education, dis-
advantaged youth, migrant, school library materials, right to
read, Jibrary research, program izprovement and administrative
support and s¢ forth."”

e Bilfangual Fducation Programs

"All programs combined including Bilfngual Vocatfonal Trainfing."

"Al1 prograas except training combined, with a change in the
funding formula to a state entitlement."

¢ Early Childhood Education (Title XI)

‘'Combine with lnnovation and Development.”

¢ Telecommunications (Title XI)

"Consolidate with Coemunicatfons Act (Title II1) and Section 611
of Eaergency School A1d Act.”

e Other Prograas

"Educational Proficiency - consolidate with Title II prograns.”
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omen's Educational Equity - consolidate with T{tle 11 programs.”
"Eechnic Herftage - consolidate with Title IV programs.”
"Alcohol and Drug Abuse Education - consolfdate with Title IV

prograns.”

ADMINISTRATIVE KEFORMS

The Governors included two specific suggestions for administrative
changes to improve program efficiency or equity:

¢ Indirect Costs Rate for Research Grants

"a11 research grants to institutions of higher education currently
permit an open-ended Indirect cost rate to be assessed from grant
funds. In lieu of this, federal grants should efther cut that
procedure to a standard admin{strative percentage or require that
any admainistrative costs be absorbed by the recipient {nstitution.”

e Education of All Randicapped

"The present state plan requirements have become so detailed,
complex, and voluainous, and the safeguards, procedures, and
assurances so involved, that, as in Vocational Education, a
full-tine staff is required to begin vork on one plan even before
the preceding plan {is approved. Lack of standardized terninology
and lack of clear-cut procedures for program development, operation,
and reporting make it very difficult to administer this progran.”

PROGRAM ELIMINATION, SIGNIFICANT CUTS, AND REASSIGNMENT OF RESPONSIBILITIES

Several Governors made suggestions and comments that, if acted upon,
would elir Inate or at least significantly change prograss and the delivery
of education services. One Governor commented on the broad question of
participation by both federal and state government in the same programs:

e Federal Tapact Aid

“This aid is designed to pay the fair share of school taxes for
children of federal employees who reside on tax exempt federal
property. Conceptually, this progras is reasonadle, bur 1t

has been known to be manipulated and misused fn some areas. It
i{s suggested that this program be considered as low priority and
that consideration be given to laws that allow (or require)
federal employees to pay their share of property taxes if they
have students attending public schools.”
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e Library Service Construction Act

- "This program operates on the premise that by increasing the
funding, more library services will be provided and state
legislatures will make a greater financial commitment to libraries.
This {s not realistic, as legislatures have thefr own priorfities.
There is no coordination from federal sources and funding for
school, public, acadenic, and special librarfes.”

e Teacher Corps and Teacher Centers

"A total of $134,472,000 was appropriated for this program in the
past fiscal year. This is a duplication of staff development
activities at the state level which could be eliminated without
an adverse fmpact on our educational system.”

® Grant Eligibility

Although states are assuming a higher percentage of education
costs, eligibility requirements restrict their use of federal aid:

"The state, however, is not eligible to apply for 70 percent

of the elementary and secondary education program grants avaflable.
Many of these grants are available only to local education agencies,
thus penal{zing the state for having a centralized system."”




ENERGY

Programs Included In Review

Energy Extension Service
State Energy Conservation Program
Supplemental Energy Conservation Program

Research and Development: Fission, Fossil,
Solar, Goethermal, Electric, Etc.

~-Energy Conservation for Schools, Hospitals,
Local Government and Public Care Institutions

Weatherization Assistance for Low Inconme
Persons
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ENERGY

The survey responses reflect the priority Governors place on energy
conservation as a key to combatting the energy shortage. As with other programs,
Governors feel that fncreased state flexibility resulting from consolidations
and more streamlined regulations could result in substantial dollar savings.
Azong the comments made were:

"Reporting requirements for the State Energy Conservation and

the supplemental grant programs are very demanding and time
consuning; a 5 to 10 percent savings could be realfzed from fewer
requirements and greater flexibility.”

"Comaunity Services Administration energy-related programs

should be consolidated with DOE programs if they are not

included in comprehensive welfare reorganization. All funds --
should be channelled directly to the states so that a

comprehensive program can be coordinated with state efforts.”

In addition, the Governors support the concepts contained in the
Energy Management Partnership Act (S. 1280/HR,4382), which would consolidate
all existing state energy grant programs and expand the states' capacity to
plan and manage a broad range of energy-related activities, including energy
conservation, renewable resource development, research and development, and
energy emergencies. This legislation is partly a result of a pledge the
aduinistration made to the Governors in July 1977 to reexamine existing
federally assisted energy grant programs and propose measures to improve
their management.

25—
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NATURAL RESOURCES, ENVIRONMENT, AND RECREATION

Progrems Included In Review
Drought Emergency Assistance
Boating Safety

Water Pollution

Sewage Treatment Plant Construct ion
Water Resources Planning

Public Water System Supervision Grants
Pesticide Control

Air Pollution Control Grant

Water Quality Management State Plan
Solid Waste Disposal Planning
Construction Management Assistance
Lake Restoration Grants

Wildlife Research \
Endangered Species

Anadromous Fish Conservation
Animal Damage Control

Cooperative Forestry

Forest Fire Control

General Forest Assistance Programs
Youth Conservation Corps

Young Adult Conservation (:;o‘rps
Resource Conservation and Development

Fish Restoration



Commercial Fisheries Research and
Developaent

Coastal Zone Management Program
Development
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NATURAL RESOURCES, ENVIRONMENT, AND RECREATION

Consolidation of grant programs was the common thene of Govemon'
comments in this area. Increased flexibility in directing funds to state
problem areas and the potent§al of significant economies were mentioned.
One Governor said:

"As any Governor is well aware, there are numerous grants available
to the states for wastewater treatment, safe drinking water, water
supply systems, air quality, sol{d waste management, and noise
pollution abatement. The adninistrators of the environmental
programs would much prefer to see a consolidation of these grants
into a single environmental block grant with a reduced level of
funding than to maintain the current congressional authorizations.
Not only would a significant savings result, but the interests of
the people of the states would be better served by applying these
limited dollars to our greatest areas of need.”

- Other Governors mentioned their support for the proposed "'Integrated
Environmental Program Grant" bill now before Congress. The bill calls for
the consolidation of existing EPA categorical-programs om a voluntary basis
and gives Governors authority to transfer up to 20 percent of their states'
annual categorical funding among integrated programs to support their
management objectives.

Consolidation of categorical grants in three other natural resource
areas was recomended: Heritage Grant Programs, Wildlife Grant Prograas,
and Forest Service Programs. One response called attention to the recent
move toward flexibility, consolidation, and increased state responsibility
in this area, citing the Cooperative Porestry Act of 1978 as .an example.

One Governor recommended state or private assumption of costs for three
programs: - Boating Safety, Commercial Fisheries Research and Development, and
Research on Sport Fish and Wildlife.

The Governors have supported the Administration's FY 1980 budget
request for $3.8 billion to finance sewage treatment facilities under the
Clean Water Act. This level of funding represents a 10 percent reduction
from current-year appropriations of $4.2 billion and a 24 percent
reduction from the $5 billion that Congress had previously authorized.
While state allocation reductions would ifnhibit the states' ability to meet
national water clean-up goals, the Governors have agreed to support the
Adninistration's proposed reductfon of §400 million in view of current
budget constraints.

However, Congress has indicated the desire for even further reductions
fn FY 1980 funding for the program. If this trend of declining congressional
funding support continues, current federal requirements will have to be -
reexaained.
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COMMUNITY AND ECONOMIC DEVELOPMENT

Prograns Included In Review

Project Grants:
EDA Title 1 Public Works
Title T1I Governor's Discretion
Title V Regional Commissions _
Title IX Specfal Impact
HUD UDAG
CDBG
FrHA Rural Development Grants
Water and Waste Disposal
Fire Protection
Planning Grants:
EDA 301 Technical Assistance
301 Multi-County Planning
302 Comprehensive Planning
302 Sub-State Planning
HUD 701 Comprehensive Planning
107 CDBG Planning
FmHA 111 Rural Development
Title V Regional Commissions
Local Programs:
) EDA Title II Business Development
_‘Htle IV Trade Adjustment )
FuHA Business and Industrial Loans

Historic Preservation Grants
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COMMUNITY AND ECONOMIC DEVELOPMENT

In the words of one Governor, "C ity and i{c development prograns
‘are perhaps the most impressive area for consolidation.'” NGA's Committee on
Coanunity and Economic Development has proposed an economic developnent block
grant program that would consolidate most functions of the Economic Development
Adninistratfon as well as some HUD community development grants. This program
would allow states, working extensively with local governments, to plan a
coordinated attack on economic developmant oroblems.

In addition, Governors favored the retentfon and expansion of the Title V
vegional cormission program as the primary vehicle for multi-state economic
development. Another Governor commented, "Federal regulations in the Title V
program are minimal and the program is very flexible.” Governors believe that
the flexibflity of this program must not be eroded in the future.

. In general, the responses i{ndicated that Governors value highly project --
grant programs under EDA's Titles I, III1, V, and IX. EDA planning-grants in
the 301 and 302 programs were rated as a priority in conjunction with overall
“economic development strategies. Governors also favored retention of the
Farmers Home Administration rural development program (Section III), which
serves as a model of state-federal cooperation in many states. .

Some Governors were critical of Economic Development Administration
Title II and Title IV programs, which operate primarily through localities.
Some Governors also criticized the administrative complexity of the coastal
zone management program. Some suggested that much of the work under this
program should be cosnleted in the next few years and that a reevaluation of
the program's goals and funding level would be in order.

In general, Governors favored increased flexibility in community and economic
development programs so that states can adequately plan for the varied and changing
economic circumstances that confront them. Rapidly developing states in the

West, for example, have community development needs vastly different from those
states with aging Infrastructures. Governors suggested that with a block grant

and economic development planning approach and strong regional commissions,

the total amount of funds flowing to community and econonic development programs

- ean be utilized much more effectively.
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TRANSPORTATION

Programs Iancluded in Review

State and Community Highway Safety
Basic Grants
Specific Programs:

- Special Bridge Replacement
School Bus Training

Federal Afd to Highways:
Plaraing, Research and Development
Interstate
Urban Systems
Primary - Rural
Secondary - Rural
Forest Highways
Off-Systems Road Projects

Airport and Afrway Development

Highway Beautification

Federal Railroad Administration

Urban Mass Transit Administration
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TRANSPORTATION

The Covernors who responded to the survey agreed that the State and
Cosmunity Highway Safety Basic Crant program is important. The traffic
_safety program vas described as helpful but difficult to operate because of the
- Justification process. "Block grants with anaual reports on use of funds"

_were recommended.

: The Governors supported securing adequate financing for the nation's
basic road system--interstate, urban, primary, and secondary--and are
concerned that these top priority needs are not served effectively by the

: proliferation of categorical grant prograss. In addressing this problems, one
Qovernor said that categories of uses for federal aid highway projects do not
* necessarily coincide with real transportation needs. Another Governor suggested
that "the twenty-nine categorical programs of the Federal Highway Adainistration

- should be consolidated to no more than seven."

While the Governors have repeatedly urged the simplification and consolida-
tion of many of the categorical federal highway and public transportation
" programs, a flexible approach to addressing priority investment needs is
particularly critical given the high inflation rate in construction costs and

budget constraints.

The combination of aging transportation facilities, escalating construction
costs, and dwindling resources requires that transportation systems be used
a8 efficiently as possible. For this reason, Governors viewed federal assistance
. _for the reconstruction and maintenance of the interstate highway systea as a top
priority in the years to come, as {s assistance for renewing the primary and
secondary rural road systems. Resurfacing, restoring, and rehabilitating--
the 3R programs--must be continued and expanded.

The growing need to conserve energy has increased state interest in federal
- support of mass transit systenms. There was consensus among the Covernors that
the urban mass transit capital improvements and operating assistance programs
are crucial to promoting national energy conservation efforts, Because each
gtate has responsibility for planning and implementing urban and rural public
transportation programs, all transportation funds--except for directly
adninistered federal programs--should flow to the states for allocation to local
agencies through foraulas developed with local officials.

The current airport development aid program neither provides sufficient

flexibility to target funds to areas of greatest need nor takes into account
the Governors' role and responsibility for overall economic development within
their states. Local and regional airport plans should be integral elements in

_ overall state planning efforts. This objective can.be accomplished more
effectively with a strengthened state role in the administration of the general
aviation, commuter, reliever and small air carrier airport programs. The
Governérs have therefore recommended a consolidation of airport development
grants for all but the nation's largest and busiest airports, to be administered
by the states under a block grant approach.
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GENERAL PURPOSE ASSISTANCE

Programs Included In Review

General Revenue Sharing

Counter-cyclical Fiscal Assistance
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GENERAL PURPOSE ASSISTANCE

The National Governors' Association has no higher priority than the renewal
of the General Revenue Sharing program. General Revenue Sharing embodies the
refora principles that the Governors believe are essential to the federal
grant-in-aid system. The Governors feel that this program has been & successful
experiment in promoting state and local initiatives to meet important program
goals and to advance national priorities. The lack of red tape and flexibility
of revenue sharing has enabled the Governors to spend these dollars in are
of most importance to their respective states. The following are some comments
rveflecting this position:
"It i{s my opinion that the revenue sharing program should be the last
progran to be reduced or cut., It is the most flexible of all aid
programs. . .State and local officials, who are the closest to the
needs of the people, can target the funds for use in areas they deem most
necessary, Finally, revenue sharing has the lowest overhead cost
of all programs. . . ."

"Revenue sharing is. . .one of the most effective federal assistance
programs available to state and local governments." -

"Most of the growth in state government is a result of federal
programs, We view revenue sharing as simply returning to the
states a small part of the money we need to help administer these
federal programs.”

As the current recession deepens, the fiscal position of state and local
governments may be imperiled. One of the key federal programs that can help
state and local governments overcome economic hard times is timely counter-
cyclical fiscal assistance. Many Governors believe that such assistance, if
provided on a basis that allows for effective planning, will have great value
during the current recession, and therefore they feel that the revenue sharing
progran should be reenacted and should include state governments.

34~
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FOREWORD

The issue of the responsiveness of state and federal aid to distressed
cities has generated a great deal of attention in recent years.
During periods of fiscal austerity, it is particularly important that
the federal and state governments distribute aid so as to reflect
the relative needs of our nation's largest cities. Whereas many
officials assert that direct federal aid to localities is the most
efficient way of allocating funds, the nation’s governors have long
argued that state governments, working with local governments,
are better equipped to distribute state and federal funds to
distressed communities than is the more removed federal bureau-
cracy. :

This monograph examines the relative degree to which a
combination of direct state aid and state-administered federal aid
has been responsive to distressed cities from 1965 to 1977. The
results of this study indicate that direct state aid, combined with
state-administered federal aid, is more responsive to distressed
cities than is direct federal assistance. This conclusion suggests
that bypassing state governments with direct federal aid may not
be in the interest of distressed cities, and that a stronger state role
in federal programs may be the most efficient way of distributing
intergovernmental assistance to localitles.

Dick THORNBURGH

Governor of Pennsylvania

- Chairman, NGA Committee on
Community and Economic Development

- ErLAa T. Grasso
Governor of Connecticut
Chairman, NGA Subcommittee on
Urban Policy
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BYPASSING THE STATES:
WRONG TURN FOR URBAN AID

Introduction

In response to public sentiment against high taxes and government
expenditures, the Carter administration has pledged to balance
the federal budget. State governments have been under similar
pressure toreduce spending and limit tax increases.! These parallel
forces require both levels of government to distribute their scarce
resources in a manner that recognizes the relative needs of dis-
tressed localities.
Cities receive state and federal aid in three ways:

e direct state aid through programs such as education aid
formulas, state revenue sharing programs, and states’ shar-
ing in the costs of city services

o state/federal programs undgr which states distribute federal
and state funds to local jurisdictions using federal guidelines

o direct federal aid whereby the federal government distrib-
utes aid directly to a locality for such programs as com-
munity development and anti-recessionary assistance

States and the federal government often disagree on the best
method for distributing aid. Federal officials often argue for direct
federal aid to localities. In contrast, governors believe that com-
bining direct state aid with state-administered federal aid results
in a more efficient and responsive system. The Advisory Commis-
sion on Intergovernmental Relations contends that direct federal
aid often ignores or undermines state plans and priorities in
program areas for which states bear substantial responsibilities,

This report was prepared by Fred Teitelbaum, director of research studies, and
Alice E. Simon, research associate, National Governors’ Association Center for
Policy Research.

‘Tax and Expenditure Limitations, 1978 (Washington, D.C.: National Governors’
Association, December 1978).



creating ‘‘management as wel] as policy headaches for the states.’
This monograph addresses -this-issue by examining the relative
degree to which a combination of direct state aid and state-
administered federal aid (hereinafter referred to as state/federal
aid) has been responsive to “distressed” cities from 1965 to 1977
versus the degree to which direct federal aid has been responsive
to these cities. L

Two sets of measures of state/federal and direct federal aid
are employed in the analysis: -

e per-capita state/federal and per capita direct federal aid
e the percentage of each city’s general revenues derived from
state/federal and direct federal aid

Four indices of hardship are used to measure distress:

e Nathan and Adams’ Hardship Index

e Congressional Budget Office (CBO) Social Index
e CBO Economic Index

- e CBO Fiscal Index

Pearson Product Moment Correlation Coefficients were com-
puted between each index and each of the two sets of assistance
measures to compare the relative responsiveness of state/federal
and direct federal aid to distressed cities. In general, the findings
of this study indicate that state/federal aid is consistently more
responsive to distressed cities than is direct federal aid.

1. Aid to American Cities _

The federal government assists local governments through three
major funding sources: grants-in-aid (which include general rev-
enue sharing), loans, and tax expenditures. The largest of the three
is grants-in-aid. Direct federal aid to localities grew from $1.2
billion to $16.6 billion between 1965 and 1977 2 Areas in which the
federal government awards grants include: education, employ-
ment, energy, commerce and housing credit, transportation, com-
munity and regional development, health, administration of jus-
tice, and general purpose fiscal assistance. -

1A Tilt toward Washington Federalism in 1977,” Intergovernmental Perspective,
vol. 4, no. 1 (Winter 1978), p. 6.

3U.S. Department of Commerce, Bureau of the Census, Governmental Finances in
1964-65, p. 20, and Governmental Finances in 1976-77, p. 19.
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In recent years, the federal government has increased its
support of central cities through direct subsidies, focusing on
distressed cities in particular. According to the Advisory Commis-
sion on Intergovernmental Relations, this growth has been spurred
by the war on poverty programs instituted in the 1960s, the State
and Local Fiscal Assistance Act of 1972 (general revenue sharing),
the “‘blocking’’ of community development programs in 1974, and
various economic stimulus programs such as anti-recession fiscal
assistance, local public works, and Titles II and VI of the Compre-
hensive Employment and Training Act in 1976 and 1977.4

States assist local governments primarily through state inter-
governmental transfer payments and direct state expenditures for
state-local functions. Major services supported by the states include
local schools, highways, public welfare, local criminal justice,
health, and general local government support. Although state
assistance to local governments has always been much larger in
absolute terms than federal assistance and state assistance has
increased substantially since 19652 the rationale for many of the
direct federal-local programs has been the claim that ‘“state
governments are generally unresponsive to the needs of the cities”
and that the federal government “is more responsive to urban
problems than state governments.”® To test the merits of this
rationale, it is necessary to compare the impact of direct federal
grants, which as we have seen totaled $16.6 billion in 1977, with
state-federal grants, which totaled $60.3 billion in that year, on

1John Shannon, ““Our Central Cities: Creatures of the State or Wards of the Federal
Government?'’ Remarks presented before the Committee on Taxation, Resources,
and Economic Development, Cambridge, Massachusetts, October 22, 1977. _

SIn 1977, states spent from their own resources (exclusive of federal pass-through
funds) a total of $78.1 billion to help local governments, a 272 percent increase
from the $20.9 billion spent in 1965. In both years, the state contribution far
exceeded that of the federal government, although the federal contribution, starting
from a lower base, has increased more rapidly. Most of the state spending is.
through grants, often in conjunction with state aid, but a substantial portion is
through direct state expenditures that do not show up in local government budgets
and are therefore difficult to measure in-terms of their distributional impact. A
more comprehensive discussion of state aid to local governments can be found in
Allocation of State Funds to Local Jurisdictions (Washington, D.C.: National Gov-
ernors’ Association, June 1978). For 1977 information, see Significant Features of
Fiscal Federalism, 1978-79 (Washington, D.C.: Advisory Commission on Intergov-
ernmental Relations, May 1979), p. 18.

$Thomas R. Dye and Thomas L. Hurley, *The Responsiveness of Federal and State
Governments to Urban Problems," Journal of Politics, vol. 40, no. 1 (February 1978),
p- 203.

Governmental Finances in 1976-77, p. 19.
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samples of the nation’s largest cities. Such a comparison sheds
new light on the effectiveness of the state-federal partnership in
responding to urban distress.

2. Defining Distress

Defining a city as either distressed or subject to extreme hardship
is a politically sensitive issue, given the amount of aid that is
targeted directly or indirectly on this basis. For cxample, should
cities in distress be restricted to only central urban areas or include
older suburban areas and/or surrounding rural areas? Which
economic, socioeconomic, and demographic indicators should be
used to measure levels of hardship? Because of the problems
inherent in developing a precise conceptual definition of distress,
both the government and academic communities have developed
a variety of indicators. Examples of measures of distress used in
the past include attributes of the economic condition of the areas,
the types of people inhabiting certain areas, and the “fiscal health”
of city governments.

A key issue to be considered with respect to the distribution
of funds to any urban area is the distinction between central cities
and the metropolitan areas in which they are located. In the
context of the responsiveness of aid to cities, emphasis is usually
placed on central cities rather than on localities in general.

Two general approaches are used to determine the relative
distress of cities. One defines distress in terms of disparities within
metropolitan areas, for example, a central city relative to its
suburbs. The other defines distress by measuring a city's level of
distress against that of another city.

The rationale behind measuring distress within metropolitan
areas is that the distress experienced by a central city is com-
pounded by more affluent people and businesses leaving the central
city for the suburbs. The Nathan and Adams’ Ceniral City Hardship
Index is based on this premise. It is a composite index, calculated
from 1970 census data, that measures the city-suburban ratio of
six socioeconomic and demographic indicators: the unemployment
rate, the number of persons either less than eighteen or over sixty-
four years of age, the number of persons aged twenty-five or more
with less than twelve years of formal education, per capita income
level, the number of occupied housing units with more than one
person per'room, and the number of families with incomes below
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125 percent of the low-income level .® The ratios were standardized,
summed, and adjusted to a base of 100. A value below 100 indicates
that a central city is better off than its suburbs. The index was
calculated for the most populous cities in fifty-five of the sixty-six
largest standard metropolitan statistical areas (SMSAS) having a
population of over 500,000 in 1970 (see Table 1)? Fifty-four of these
cities will be used in this analysis.!® .

The rationale behind the second approach is that cities differ
in their ability to provide services that meet the basic needs of
their citizens. In August 1978, the Congressional Budget Office
(CBO) issued a report on the responsiveness of federal aid to city
need that employed three such indices measuring three dimensions
of distress: social, economic, and fiscal. A sample of forty-five cities
was initially selected. However, because certain data were un-
available to calculate needed variables in each index, the final
sample sizes for the economic, social, and fiscal indices were thirty-
nine, forty-five, and thirty-eight, respectively.!!

The social need index is a combination of the Nathan and
Adams’ inter-city and central city-suburban indices and is com-
posed of six measures of distress: unemployment, income, poverty,
dependency, education, and overcrowded housing. The economic
index is composed of measures reflecting changes in a city's
population, per capita income, manufacturing employment, total
employment within metropolitan areas, population density, and
proportion of housing stock built prior to 1940. Four measures
were used to ascertain fiscal need: tax effort, property tax base,

#1970 census data are the most current data available for the indicators used to
calculate this index. Consequently, an index of hardship that relies upon dated
socioeconomic and demographic data will not truly represent the current situation
of relevant localities.

*For an explanation of why eleven of these cities were omitted, see Richard P.
Nathan and Charles Adams, “Understanding Central City Hardship,”” Political
Science Quarterly, vol. 91, no. 1 (Spring 1976), p. 49.

-%Recent census data indicate that the level of state revenues allocated to New York

City is extremely high relative to all other cities in this index. For example, in
1976, New York State’s contribution to New York City’s general revenue fund was
15 percent higher than the total amount of state contributions made by nine states
(in which the hardest-pressed cities are located) to their respective general revenue
funds. To avoid biasing the analysis, New York City was omitted. :
""For a complete description of these indices, see U.S. House of Representatives,
Subcommittee on the City of the Committee on Banking, Finance and Urban
Affairs, City Need and the Responsiveness of Federal Grants Programs, 95th Congress,
2nd session, August 1978. These indices were used to examine the distribution of
general revenue sharing, community development block grants, anti:recession
fiscal assistance, CETA, and local public works assistance programs.
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Table 1

lNDEX“OF CENTRAL CITY HARDSHIP RELATIVE TO THE .
BALANCE OF SMSA FOR FIFTY-FIVE SELECTED SMSAs

Primary Central Index Primary Central Index
City of SMSA Score Rank City of SMSA Score Rank
Newark 422 1 Cincinnati 148 27
Cleveland 331 2 Pittsburgh 146 28
Hartford _ 317 3 Denver 143 29
Baitimore 256 4 Sacramento 135 30
Chicago 245 5 Minneapolis 131 31
St. Louis 231 6 Birmingham 131 32
Atlanta 226 7 )
Rochester 215 8 Jersey City 129 33
Gary 213 9 Oklahoma City 128 34
Dayton 211 10 Indianapolis 124 35
{New York) @ity (=) Providence 121 36
Grand Rapids 119 37
Detroit 210 11 Toledo 116 38
Richmond 209 12 Tampa 107 39
Phitadelphia 205 13 Los Angeles 105 40
Boston 198 14 San Francisco 105 41
Milwaukee 195 15 Syracuse 103 42
Buffalo 189 16 Allentown 100 43
San Jose 181 17 .
Youngstown 180 18 Portland 100 44
Columbus 173 19 Omaha 98 45
Miami — 172 20 Dallas 97 46
New Orileans 168 21 Houston 93 47
Phoenix 85 48
Louisville 165 22 Norfolk 82 49
Akron 152 23 Salt Lake City 80 50
Kansas City, Mo. 152 24 San Diego 77 51
Springfield, Ma. 152 25 Seattle 67 52
Ft. Worth 149 26 Ft. Lauderdale 64 53
Greensboro 43 54

Source: Richard P. Nathan and Charles Adams, “Understanding Central City
Hardship,”” Political Science Quarterly, vol. 91, no. 1 (Spring 1976), Table 1, pp.
51-52.

and tax measures of service needs relative fo tax base and tax
effort.

To ensure that the results of this study are not artifacts of the
hardship index used, the Nathan and Adams’ and the three CBO

6 .
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Table 2
INDEX OF SOCIAL NEED
(39 cities)? )
Index Index
City Score Rank City Score Rank

Newark 100 1 Pittsburgh - 43 20
Cleveland 67 2 (New York) {41) (21)
St. Louis 64 3 Sacramento 40 22
Detroit 62 4 Milwaukee 37 23
New Orleans 61 5 San Jose 37 24
Buffalo 61 6 Akron 37 25
Miami 60 7 Columbus 34 26
Gary 58 8 San Diego 30 27
Baltimore 55 9 Norfolk 30 28
Tampa 51 10 Oklahoma City 30 29
Birmingham 51 11 Kansas City, Mo. 29 30
“"Philadelphia 49 12 Los Angeles 27 31
Jersey City 48 13 Phoenix 24 32
Atlanta 47 14 San Francisco 22 33
Boston 45 15 Houston 21 34
Chicago 46 16 Indianapolis 21 35
Cincinnati 45 17 Denver 20 36
Louisvilte 45 18 Minneapolis 20 37
Rochester 44 19 Seattle 16 38
) Dallas 11 39

*Thirty-eight cities were used in this analysis. New York City was omitted for
reasons cited on page 5. -

Source: House of Representatives, City Need and the Responsiveness of Federal
Grants Programs, Table 11, pp. 44-45.

indices were all used as indicators of city distress.”? Fifty-nine
cities appear in at least one of the indices, although no one index
contains all fifty-nine. Tables 2, 3, and 4 present the cities and
index scores for CBO's social, economic, and fiscal need indices,
respectively.

3. Measuring Aid to Distressed Cities

One approach to a distributional study would be to focus on the
extent to which programs designed to provide assistance to dis-

A discussion of the problems inherent within each of these indices and the
interrelationships among them is presented in the Appendix.
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Table 3
INDEX OF ECONOMIC NEED
(45 cities)*
index index
City Score Rank City Score Rank
Newark 84 . 1 Los Angeles 57 23
. (New York) {80) {2) Kansas City, Mo. 56 24
Jersey City 78 3 (Washington, D.C.) (54) {(25)
Cleveland 78 4 New Orleans 53 26
Buffalo 77 5 Louisville 51 27
Chicago 76 6 Columbus 51 28-
St. Louis 74 7 San Bernadino 49 29
Boston 74 8 Atlanta 45 30
Patterson 72 9 Birmingham 45 31
Pittsburgh 7 10 San Diego 43 32
Rochester 70 11 Sacramento 43 33
Philadelphia 70 12 tliami - 42 34
San Francisco 68 13 Denver 41 35
Seattle 66 14 Norfolk 40 36
Detroit 66 15 Indianapolis 37 37
Cincinnati 65 16 Dallas 35 38
Akron 64 17 Oklahoma City 34 39
Milwaukee 64 18 Anahieim 31 40
Baltimore 63 19 El Paso 30 41 _
Minneapolis 62 20 Tampa 29 42
Albany 59 21 Houston - 26 43
Gary - 58 22 San Jose 24 44
Phoenix 16 45

sForty-three cities were used in this analysis. New York City was omitted for reasons
cited on page 5. Washington, D.C. was omitted because of its non-state status.
Source: House of Representatives, City Need and the Responsiveness of Federal
Grants Programs, Table 12, p. 48.

tressed cities accomplish that goal. Such an analysis would eval-
uate the responsiveness of each of these programs but would not
deal with the aggregate effect across programs. Yet, because
different levels of government or various states may have different
program approaches to alleviate distress among states and local-
ities, a program-by-program comparison of aid to localities has
significant limitations. For example, some states may allocate
relatively large amounts of economic and community development
assistance to their cities and less aid in the areas of social services
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Table 4
INDEX OF FISCAL NEED
(38 cities)*
Index Index
City Score Rank City Score Rank
(Washington, D.C.} '(84) ) Louisville 35 20
Boston 72 2 Ef Paso 34 21
(New York) (67) (3) Denver 3 - 22
Newark 65 4 Miami 31 23
St. Louis B1 5 Gary 31 24
Philadelphia 53 6 Tampa 29 25
Baltimore 52 7 Columbus 28 26
Jersey City 47 8 San Bernadino 28 27
Detroit 46 9 Albany 28 28
Birmingham 46 10 Akron 27 29
New Orleans 45 11 Sacramento 24 30
Patterson 45 12 Minneapolis 23 31
Buffalo 44 13 Indianapolis 22 32
Cincinnati 44 14 Phoenix i8 33
Norfolk 44 156 Los Angeles 18 34
Cleveland 42 16 San Diego 17 35
San Francisco 39 17 Seattle 13 36
Pittsburgh 37 18 San Jose 12 37
Rochester 36 19 Anaheim 10 38

*Thirty-six cities were used in the analysis. New York City was omitted for reasons
cited on page 5. Washington, D.C. was omitted because of its non-state status.
Source: House of Representatives, City Need and the Responsiveness of Federal
Grants Programs, Table 13, pp. 50-51.

and housing; other states may take the opposite approach to
alleviating distress. Consequently, there is a trade-off between
undertaking a program-by-program analysis, which involves pre-
cise but possibly misleading comparisons, and undertaking an
analysis of the total amount of aid, which combines programs that
are designed to target funds with those that are not. Because of
the unavailability of data on a program level and on the assumption
that all types of aid will directly or indirectly alleviate distress,
this study focuses upon the aggregate assistance provided by direct
federal and state/federal programs to city governments.

With this perspective in mind, this analysis employs two sets
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of measures of state/federal and direct federal aid to city govern-
- ments."® These measures are: -

e per capita state/federal and per capita direct federal aid
e the percentage of each city’s general revenues derived from
state/federal and direct federal aid

Per capita aid is defined as total dollars by source received by
a city divided by its population. The percentage of each city's
general revenues from state/federal and direct federal aid was
derived by dividing each city’s total general revenues into that
portion accounted for by state/federal and direct federal aid. Each
set of measures was constructed for 1965 and 1970 to 1977.1

The data from which the measures were derived came from
Census of Government reports of the cities under examination. In
the context of this study, one problem of this data set is the
“inability to separate from ‘'state’ contributions that portion of
federal dollars that is passed through the states to the localities.
Thus, for example, in U.S. Census Bureau reports, funds that pass
through the states to a school district, such as under Title I of the
Elementary and Secondary Education Act, are counted as a state
contribution, not as federal assistance. Because the issue is not
whether states acting independently have a better record of
distributing aid to distressed cities than does the federal govern-
ment, but whether in conjunction with the federal government
states better allocate combined state and federal funds to distressed
cities, this data problem is not significant.

The reader also should be aware that some state and federal
aid that benefits city residents goes not to the city government but
to special districts for such purposes as schools, mass transit,
housing, and sewage treatment. Only the school funds are suffi-
ciently large and traceable as to lend themselves to adjustments
for purposes of this study. In some cities, school districts are part
of the city government and are included in the revenue figures
reported by the Census of Governments. However, thirty-five of
the fifty-nine cities that are in one or more of the samples in this
study have independent school districts that are not part of the

BGtate-federal and direct federal contributions to welfare payments are not
included in any of the revenue measures as collected in the Census of Governments
because none of the cities in our samples directly administers welfare programs.
All of these distiessed cities have been relieved of the burden of financing welfare
by state or county governments. -
" Further explanation regarding the construction of these measures is presented in
the Appendix. .

10
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city government and whose revenues are not included in these
data. In order to ensure comparability of revenue data across
cities, the budgets of these cities and their independent school
districts were combined. Adjusted state/federal and adjusted direct
federal aid figures reflect these school districts’ revenues. Unfor-
tunately, adjustments could be made only for 1971 and 1976, as
data on independent school district allocations were available only
for these two years. However, it appears that exclusion of these
funds from the remaining years does not significantly alter the
basic conclusions of this study. -

To determine whether state/federal aid or direct federal aid
is more closely related to urban distress, the relationship between
the two measures of aid and the four hardship indices was

. examined. If state/federal aid is better distributed to distressed

cities, the relationship between the measures of state/federal aid
and the hardship indices will be stronger than that between direct
federal aid and the hardship indices. To test the strength of these
relationships, Pearson Product Moment Correlation Coefficients
were calculated. The Pearson Product Moment Correlation is a
measure of the linear association between two variables. The
results of the test indicate the direction and strength of the
relationship. If the correlation coefficient is zero, there is no
relationship between the two variables being studied. The closer

___the correlation is to 1.0 or —1.0, the stronger the relationship

between the two variables. If the value is positive, a positive
change-in one variable is associated with a positive change in the
other variable. In contrast, a negative correlation indicates that a
positive change in one variable is associated with a negative
change in the other.

Correlation coefficients were computed between the two
measures of state/federal aid and the hardship indices on the one
hand and between direct Yederal aid and the hardship indices on
the other. The degree to which state/federal aid is responsive to
distressed cities will be reflected in a higher positive correlation
coefficient between these two sets of variables—aid and hardship.
Consequently, by comparing the correlation coefficients between
state/federal aid and the hardship indices and the correlation
coefficients between direct federal aid and the hardship indices,
one can ascertain the relative responsiveness of state/federal aid
and direct federal aid to distressed cities. For. example, if the
correlation coefficient between state/federal aid and the social
-index is .5270 and the comparable correlation coefficient for direct
federal aid is .3507, state/federal aid is more highly related to the

11
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-~

hardship index than is direct federal aid. This finding can be
interpreted as meaning state/federal aid is more responsive to
distressed cities than is direct federal aid. The correlations between
state/federal and direct federal aid and the hardship indices can
be compared only within each of the four indices independently.
To examine the relative distributional responsiveness of these two
sources of funds over time, correlation coefficients were computed
for 1965 and 1970 through 1977.

4, Results

Per Capita Ald. Allocations of state/federal and direct federal aid
on a per capita basis are, perhaps, the most direct measure of
assistance to the sample cities because they take into account
differences in the size of the populations. Table 5 shows the
correlation coefficients between state/federal and direct federal
aid and the four hardship indices. These correlations indicate that
regardless of the hardship index used, state/federal aid is more
responsive to distressed cities than is direct federal aid, and
‘state/federal aid becomes increasingly more responsive across
time.

In terms of the first conclusion, only in 1965 for both the social
and fiscal hardship indices are the correlations between direct
federal aid and these indices higher than those between state/
federal aid and the indices. In 1976, direct federal aid and
state/federal aid are distributed essentially the same with respect
to the fiscal hardship index. When the revenues for independent
school districts are included, state/ federal aid is more responsive
in 1971 and 1976 on all indices.

Generally, these data suggest that state/federal aid is increas-
ingly more responsive from 1965 to 1976 on the economic and
fiscal indices and from 1965 to 1975 on the Nathan and Adams’
and social indices, and only slightly less responsive thereafter. For
example, the correlations between state/federal aid and the Nathan
and Adams’ hardship index were 2101 in 1965, .5060 in 1975, and
4830 in 1977. '

A scrutiny of the responsiveness of direct federal aid to
distressed cities shows a somewhat different pattern. The corre-
lations using the social index were low in all years, the highest
correlation being .2438 in 1977. On the Nathan and Adams'’ index,
direct federal aid apparently was not very responsive to distressed
cities from 1965 to 1973. The correlations between per capita

12
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Table 5

CORRELATIONS BETWEEN PER CAPITA STATE/FEDERAL
AND DIRECT' FEDERAL AID AND HARDSHIP INDICES?

Index 1965 1970 1971 11972 1973 1974 1975 1976 1977

NATHAN/ADAMS INDEX
State/federal 2101 2710 .2921 3771 4112 4161 .5060 4913 .4830
Direct federal .0735 .0862 1595 .0759 .1259 3129 .2516 .0888 3144
Adjusted 'state/federal .2851 .5555
Adjusted direct federal 1102 0764

CBO SOCIAL INDEX .
State/federal .0261 1333 1510 .2679 3312 .3529 .4391 4096 .3962
Direct federal .0538 ~.0360 0337 -.0239 0793 1241 -,1851 1156 2438 08
Adjusted state/federal , 1817 5232 -
Adjusted direct federal .0169 1146

CBO ECONOMIC INDEX
State/federal 3163 .3960 .3859 4287 4582 4466 ,4488 4597 4557
Direct federal 1035 2762 3152 2696 .2360 .25€5 2622 3258 3612
Adjusted state/federal .4062 .5607 .
Adjusted direct federal ' 2768 3153

CBO FISCAL INDEX '
State/federal ‘ 3872 3946 .4064 4509 .5507 .5340 5631 .5706 .5551
Direct federal 4347 2265 .2960 .3330 3121 .4183 4955 5742 .5040
Adjusted state/federal .4068 5977
Adjusted direct federal 2778 ‘ .5643

*Correlations of .2516, .2679, .2585 and .2960 or greater are statistically significant to at least the .05 level for the Nathan and Adams’,
social, economic, and fiscal hardship indices. respectively.
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direct federal aid and this hardship measure were extremely low.
In contrast, the distribution of direct federal aid to distressed cities
improved in 1974, 1975, and 1977. However, the increase in federal
responsiveness is seen primarily in terms of the economic and
fiscal hardship indices. The correlations between direct federal aid
and the economic hardship index over time indicate that direct
federal aid was poorly allocated in 1965, improved significantly in
1970, and remained at that level fairly consistently until 1976
when it improved again. Using the fiscal hardship index, direct
federal aid was distributed well in 1965 and less well until 1974,
when it became more responsive..

In general, these correlations show that per capita state/federal
aid is much more responsive to distressed cities than is direct
federal aid, regardless of the measure used to reflect city hardship.
Moreover, as measured by per capita aid, state/federal assistance
to distressed cities has been rather well distributed since 1965 and
has been increasingly better allocated thereafter.

Ald as a Percent of a City's Budget. The relationships between
state/federal and direct federal aid as a percent of a city’s budget
further buttress the findings that state/federal aid is more respon-
sive to distressed cities than is direct federal aid. As shown in
Table 6, only in 1965 for the social and fiscal hardship indices is
direct federal aid better distributed than state/federal aid. As
indicated by the negative correlations between direct federal aid
and the hardship indices, direct federal aid for all of the hardship
indices is so poorly allocated that a disproportionate amount of
aid appears to be distributed to the least distressed cities. In seven
~ of the nine years for the Nathan and Adams’ index, six years for
the economic index, and five years for the other hardship indices,
direct federal aid as a percentage of a city’s budget is negatively
related to the hardship indices. In most other years, the correlations
between these measures hover around zero, suggesting poor allo-
cation of direct federal aid to distressed cities. -

In contrast, only in 1965 does the correlation for the social
hardship index indicate that state/ federal aid is negatively related
to hardship. Using the Nathan and Adams’ and the fiscal hardship
indices, state/federal aid is fairly well distributed to distressed
cities from 1965 to 1971 and better distributed thereafter. From
1970 to 1977, the correlations between this measure of aid and the
economic hardship index consistently range from a low of .3389
in 1971 to a high of .4443 in 1973. On the sucial hardship index,
state/federal aid to distressed cities is poorly distributed from

14



Table 6

CORRELATIONS BETWEEN STATE/FEDERAL AND DIRECT FEDERAL AID AS A PERCENT OF CITY
REVENUES AND HARDSHIP INDICES*

Index 1965 1970 1971 1972 1973 1974 1975 1976 , 1977

NATHAN/ADAMS INDEX :
State/federal 1683 1753 1935 3074 .3407 .2827 4041 4175 3932
Direct federal 0167 -.0004 1047 -.0630 ~.1435 -.0177 -.0708 -.237% -.0740
Adjusted state/federal .1303 4714
Adjusted direct federal ~-.0319 ' -.2479
CBO SOCIAL INDEX
State/federal ~.0573 .0703 .0754 .2308 .2908 3244 4154 3913 3764
Direct federal 0464 -~.0705 .0452 -.0268 -~.0633 -.0308 .0143 -.063% 0415 8
Adjusted state/federal .1629 5618 U
Adjusted direct federal -.0414 -.1244 '
CBO ECONOMIC INDEX :
State/federal .2483 .3827 .3389 4258 4443 .3804 .4250 .4310 3907
Direct federal -.0713 .0747 .1940 0213 -.1122 -.1602 -.2068 -.,1238 -.0383
Adjusted state/federal 1837 .5261
Adjusted direct federal .0314 ~.1568
CBO FISCAL INDEX
State/federal 1131 .2001 .2011 .2910 4021 .3288 4133 4120 3429
Direct federal 2579 -.0464 0471  -.0615 ~.2001 -.0960 ~.0738 1075 .0142
Adjusted state/federal ' 2327 4147
Adjusted direct federal .0265 .1931

= Correlations df .2371, .2908, .2483 and .2910 are statistically &gmfncant to at least the .05 level for the Nathan and Adams’, social,
v economic and fiscal hardship indices, respectively.
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1965 to 1971, fairly well distributed in 1972, and even better
distributed from 1973 through 1977. When independent school
district revenues are included, the correlations either remained
the same or increased, egcepi—fev—ls)ﬂ on the Nathan and Adams’
and the economic hardship indices.

Thus, using this measure of aid, state/federal aid is much
more responsive to distressed cities than is direct federal aid. This
conclusion is generally true regardless of the hardship index used
or the year examined.

The Role of State Government in State-Local Functions. Through-
out this analysis, the undgrlying assumption has been that all of
the states represented in the four samples of cities have similar
views of the roles and functions of state governments relative to
their local governments; that is, the analysis assumed implicitly
that all of these states have similar perspectives regarding the
appropriate scope of governmental services that state, as opposed
to local, governments should provide, as well as which level of
government—state or local—should finance these services. States
that assume a larger role in the provision and financing of services
would be less likely to contribute more funds to all cities, including
distressed cities, than those states that allow local governments to
provide and finance more services.’® Thus, the findings reached in
this analysis might be artifacts of the systematic variation among- .
states in the scope of servicés provided for cities.

To determine whether the findings have been distorted by such
variations, correlatiofis between the measures of state/federal and
direct federal aid and the four hardship indices were calculated
controlling for the effect of the role of the sample states relative
to their localities. Thirty states are represented in the Nathan and
Adams’ index; twenty-four in the social index; twenty-four in the
economic index; and twenty in the fiscal index. Two measures of
the state role versus the local role were employed: the proportion
of total state and local tax revenues generated by the state and the
percentage of state and local expenditures from own revenues
accounted for by state government. The higher -a given state’s
proportion of total state and local expenditures and revenues, the
larger the role that spteplaysin providing and financing services
relative to its localities.

As indicated by the partial correlations in Tables 7 through

13See James A. Maxwell and J. Richard Aronson, Financing State and Local
Governments, 3rd ed. (Washington, D.C.: Brookings Institution, 1977), pp. 31-32.
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10, the conclusion that state/federal aid is more responsive to
distressed cities than is direct federal aid is substantiated. While
the partial correlations between the measures of state/federal aid
and the four hardship indices are sometimes lower than those for
which no account was taken for the effect of differing state roles,
they are higher than the federal aid partial correlations with few
exceptions across all the measures and years; that is, the states
remain more responsive after taking into account the effects of the
differences in the roles they play with respect to their localities.
Thus, the proposition that state/federal funds are more responsive
to distressed cities than are direct federal funds is not altered when
the effects of different roles and functions of state governments are
taken into account.

5. Conclusion

On the basis of four hardship indices and two measures of financial
aid, this study found that a state-federal partnership in allocating
aid to local jurisdictions has produced greater responsiveness to
distressed cities than has federal aid alone. Among plausible
explanations for this finding are the substantial management
difficulties inherent in the federal attempt to deal directly with
vast numbers of local governments, the perceived need for direct
federal aid programs to include a sufficient number of local
jurisdictions to assure majority votes in the Congress, and the
inability of federal grant programs to take account of differing
fiscal relationships among levels of government. For example, the
percentage of state-local costs borne by state governments ranges
from 48.3 percent in New York to 79.5 percent in Hawaii. Similarly,
the functions of counties, townships, municipalities, and special
districts vary greatly from state to state; it is virtually impossible
for the federal government to accommodate these complex rela-
tionships in its aid programs.

In contrast, individual states deal with smaller numbers of
local governments, have a fuller understanding of their problems,
and therefore can deal with those problems in a more flexible
manner. States can target funds, for example, by buying out fixed
percentages of certain local government functions, such as court,
health, or education costs, that are disproportionately burdensome
to distressed areas. State formulas for distributing aid are not
immune to technical problems or to the need for building legislative
majorities, but these shortcomings may not be as pronounced at
the state level because of the smaller scale and more homogeneous

17
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, Table 7

CORRELATIONS BETWEEN PER CAPITA STATE/FEDERAL AND DIRECT FEDERAL AID AND HARDSHIP
INDICES CONTROLLING FOR STATE TAX REVENUE AS PERCENT OF STATE/LOCAL TAX REVENUES*

' Index 1965 1970 1971 1872 1873 1974 1975 1976 1977
NATHAN/ADAMS INDEX
State/federal .1863 .2503 2533 .3357 .3693 .3800 .4245 .4085 .4205
Direct federal 1270 .0638 1375 .0350 1454 3421 .3225 .0563 2877
Adjusted state/federal 2670 .5060
Adjusted direct federal .0959 .0503
CBO SOCIAL INDEX :
State/federal .0066 114 1341 .2539 3199 .3425 .3929 3592 .3602
Direct federal .0815 -.0450 0317 -~.0284 .0848 1564 2077 1120 2312 »
Adjusted state/federal aA721 .4918 >
Adjusted direct federal .0195 1154
CBO ECONOMIC INDEX
State/federal 2914 .3667 .3394 .3780 .4084 .3987 .3481 .3585 .3867
Direct federal .1804 2772 .3365 2824 .2928 4105 .3689 .3639 .3823
Adjusted state/federal .4020 .5353
Adjusted direct federal 3151 3627
CBO FISCAL INDEX
State/federal .3905 .3998 4108 4593 .5636 5442 5321 .5406 .5421
Direct federal 4444 2267 .2989 3354 3245 4628 .5684 .6026 .5160
Adjusted state/federal .4063 ‘ 5786
Adjusted direct federal .2832 .5981

aCorrelations of .2325, .3199, .2772 and .2832 or greater are statistically significant to at least the 0.5 leve! for the Nathan and Adams’,
social, economic, and fiscal hardship indices, respectively.
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Table 8

CORRELATIONS BETWEEN STATE/FEDERAL AND DIRECT FEDERAL AID AS A PERCENT OF TOTAL CITY
REVENUES AND HARDSHIP INDICES CONTROLLING FOR STATE TAX REVENUES AS PERCENT OF

TOTAL STATE AND LOCAL TAX REVENUES*

Index 1965 1970 1971 1972 1973 1974 1975 1976 1977
NATHAN/ADAMS INDEX
State/federal .1487 .1609 .1391 2519 .2865 2433 .3166 3338 337
Direct federa! 1278 -.0108 .0936 -.0783 ~-.1185 0411 .0267 -.1702 -.0072
Adjusted state/federal : .1483 4431
Adjusted direct federal -.0128 -.1963
CBO SOCIAL INDEX
State/federal -.0725 0544 .0524 2140 2775 3128 .3699 .3441 3446
Direct federal 1129 -~.0633 .0527 -.0125 -.0475 .0200 .1599 .0493 1157
Adjusted state/‘ederal .1664 ‘ 5476
Adjusted direct federal -.0229 -.0507
CBO ECONOMIC INDEX 4
State/federal 2239 3517 . .2685 3578 .3800 3124 .3160 3313 .3208
Direct federal 0614 .0974 .2418 0756 -.0420 .0224 .0287 .0836 1024
Adjusted state/federal 1991 5312
Adjusted direct federal 1017 -.0451
CBO FISCAL INDEX '
State/federal 1141 .2040 .2047 .3022 4227 .3398 3613 .3611 3091
Direct federal 2830 -.0468 .0514 -0583 -.2031 -.1029 .0675 2578 .0997
Adjusted state/federal .2331 3997
- Adjusted direct federal .0337 .2908

*Correlations of .2775, .2433, .2685, and .2830 or greater are statistically significant to at least the 0.5 leve! for the Nathan and Adams’,

©  social, economic, and fiscal hardship indices, respectively.
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Table 9 !

CORRELATIONS BETWEEN PER CAPITA AID AND HARDSHIP INDICES CONTROLLING. FOR STATE
EXPENDITURES AS PERCENT OF STATE/LOCAL EXPENDITURES?

‘ Index 1965 1970 1971 . 1972 1973 1974 1975 1976 1977
NATHAN/ADAMS INDEX
State/federal 2034 , 2617 2915 3672 ..4011 .4101 .5000 .4836 4732
Direct federal 1207 .0970 1642 .0774 .1828 .3492 .2693 1043 3140
Adjusted state/federal .2876 .5503
Adjusted direct federal ' 1112 0913
CBO SOCIAL INDEX
State/federal .0144 1109 1320 .2461 .3099 .3332 4434 .4138 .3926
Direct federal .0889 .0268 .0477 -~.0105 1037 1937 .1948 1187 .2464
Adjusted state/federal 1725 .5235
Adjusted direct federal .0358 1179
CBO ECONOMIC INDEX
State/federal .3236 .3719 .3663 .4029 4327 4219 .4440 .4549 .4563
Direct federal .1962 3403 .3590 3137 .3054 4045 3142 .3565 3677
Adjusted state/federal 4135 .5689
Adjusted direct federal , .3304 .3474
CBO FISCAL INDEX
State/federal . .3858 .3749 .4039 4497 .5519 5398 .5923 .5997 5730
Direct federal .4845 .2667 .3097 3487 .3398 .4937 .4922 5672 4997
Adjusted state/federal .4063 .6004
Adjusted direct federal .2948 5573

aCorrelations of .2617, .3099, .3025, and .2948 or greater are statistically significant to at least the .05 level for the Nathan and Adams’,
social, economic and fiscal hardship indices, respectively.
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: Table 10

CORRELATIONS BETWEEN AID AS A PERCENT OF CITY REVENUE AND HARDSHIP INDICES
CONTROLLING FOR STATE EXPENDITURES AS PERCENT OF
TOTAL STATE AND LOCAL EXPENDITURES*

index 1965 1970 1971 1972 1973 1974 1975 1976 1977
NATHAN/ADAMS INDEX
State/federal .1862 1729 1921 .2960 3284 .2832 4035 4138 .3888
Direct federal 1277 .0245 11583 ~.0461  ~.0978 0129 -.0449 2178  -.0513
Adjusted state/federal ' 1519 4715
Adjusted direct federal ~.0067 : -.2208
CBO SOCIAL INDEX
State/federal ~.0476 .0531 .0576 2111 2710 3049 4166 .3419 3738
Direct federal 1404 -.0358 .0812 .0217 -.0201 0705 . .0211 .0709 .0660
Adjusted state/federal . A711 .5648
Adjusted direct federal .0087 . .1364
CBO ECONOMIC INDEX
State/federal .2889 3542 3143 3971 4163 .3468 4204 4282 .3904
Direct federal .0998 1697 2679 1020 ~-.0323 -.0164 -.1950 ~-.0969 -.0314
Adjusted state/federal .2015 ’ ' .5506
Adjusted direct federal .1103 -.1373
CBO FISCAL INDEX
State/tederal 1229 .1632 1955 .2875 4037 3272 4556 .4436 3597
Direct federal .3653 0094 0639 -.0473 -~.1956 -.0824 -.1734 0481 ~.0206
Adjusted state/federal .2344 l 4077
Adjusted direct federal .0473 .1568

*Correlations of .2832, .2710, .2679, and .2875 or greater are statistically sngmhcant to at least the .05 level for the Nathan and Adams’,

social, economic and fiscal hardship indices, respectively.
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nature of the intergovernniental system. Finally, state aid programs
are much more likely to take account of fiscal relationships among
levels of government because these relationships are defined in
state laws, constitutional provisions and customs.

Governors have long argued that state governments, working
with local governments, are in a better position to allocate state
and federal funds to distressed communities than is a distant
“federal bureaucracy. Consequently, the federal government should
‘not bypass the states in its efforts to define and respond to the
problems of distressed communities. While the data do not permit
a conclusion that states by themselves always respond successfully
to distressed cities, this analysis demonstrates that the state-
federal partnership works for the distressed cities of America.
_ Because most aid to cities originates from the state level, these
findings suggest that bypassing state governments with direct °
federal-local aid may be counterproductive for those who seek
greater responsiveness to areas of need:

Within this context, states are pressing to gain flexibility in
coordinated management of federal grants-in-aid programs. No
longer do governors and legislatures appear to be the automatic
enemies of the distressed urban communities. In fact, mayors often
find more understanding of the problems of urban revitalization,
mass transit, and housing in the state capitols than in Washington.
The findings of this study suggest that the goal of greater public
sector responsiveness to areas of need should be accomplished
through a true state-federal partnership in which the states play
an important role.

22
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APPENDIX

Description of Measures Used in the Analysis

Per Capita State/Federal and Direct Federal Ald Measures. For
these measures, the following population data by city were used
to calculate per capita aid for both state/federal and direct federal
assistance. The formulas used for these calculations were:

® 1965 revenue data/1960 population

1970, 1971, and 1972 revenue data/1970 population
1973 and 1974 revenue data/1973 population

1975, 1976, and 1977 revenue data/1975 population

Percentage of Total State and Local Tax Revenues Generated by
State Government. For these measures, the following percentage
data were used as contro! variables for revenue data:

® 1967 percentages: applied to 1965 and 1970 revenue data

e 1971 percentages: applied to 1971, 1972, 1973, and 1974
revenue data

e 1975 percentages: applied to 1975 and 1976 revenue data

® 1977 percentages: applied to 1977 revenue data

Source: Significant Features of Fiscal Federalism, 1978-79 (Wash-
ington, D.C.: Advisory Commission on Intergovernmental Rela-
tions, May 1979), Table 32, p. 50.

Percentage of Total State and Local Expenditures Generated from
Own Sources. For these measures, the following percentage data
were used as control variables for revenue data:

e 1966 percentages: applied to 1965 and 1970 revenue data

e 1971 percentages: applied to 1971, 1972, 1973 and 1974
revenue data

® 1975 percentages: applied to 1975 and 1976 revenue data

e 1977 percentages: applied to 1977 revenue data B

Source: Significant Features of Fiscal Federalism, Table 8, p. 14.
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Adjustment Description

Thirty-five of the fifty-four cities selected for analysis from the
Nathan and Adams’ Hardship Index have independent school
_districts. The revenues allocated to these school districts are
separate from the monies included in the revenue figures recorded
by the Bureau of the Census. Therefore, the federal and state
revenue figures for these cities undercount the amount of money
available to a city. In addition, these independent school! districts
serve both city and non-city resident students. City resident
students may also attend schools outside the independent school
~district according to their residential location.

In order to reflect accurately the amount of education revenue
that should be added to the Census tabulations, data were collected
on the percentage of students attending a particular independent
school district who reside within that particular city. This per-
centage was applied to the total amount of state and federal
revenue allocated to that particular independent school district
and then added to the total state and federal revenue figures. The
result is the adjusted state/federal and adjusted direct federal
revenue figures. Percentage data were only available for 1971 and
1976.

‘Data Sources

Total Revenue, State Revenue, Federal Revenue, and Population.
U.S. Department of Commerce, Bureau of the Census, City Govern-
ment Finances, 1964—65, GF 65, no. 4; 1969-70, GF 70, no. 4;
1970-71, GF 71, no. 4; 1971-72, GF 72, no. 4; 1972-73, GF 73, no.
4; 1973-74, GF 74, no. 4; 1974-75, GF 75, no. 4; 1975-76, GF 76,
no. 4: 1976-77, GF 77, no. 4; Table 5. -

Nathan’s Index. Richard P. Nathan and Charles Adams, “Under-
standing Central City Hardship,” Political Science Quarterly, vol.
91, no. 1 (Spring 1976).

Soclal, Economic and Fiscal Need Index. Congressional Budget
Office, City Need and the Responsiveness of Federal Grant Programs,
a report prepared for the House Subcommittee on the City by
Peggi Cucitti of the CBO staff, August 1978.

State/Federal and Direct Federal Revenues Allocated to Inde-
pendent School Districts. U.S. Department of Commerce, Bureau
.of the Census, Fiscal Government Finances in Selected Metropolitan
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Areas and Large Counties: 1970-71, GF 71, no. 6; 1975-76, GF 76,
no. 6, Table 2.

Percent of Students in Independent School Districts within Sample
Citles. Data supplied by the Bureau of the Census.

Adjusted State/Federal and Adjusted Direct Federal Ald. Compiled
by NGA staff using City Government Finances, Government Finances -
in Selected Metropolitan Areas, and data supplied by the Bureau of
the Census.

Interrelationships among Indices

The use of these hardship indices does not imply that these indices
are ideal. The Nathan and Adams’ index has two major drawbacks.
First, a relatively well off city in absolute terms, for example,
Denver, may appear distressed on the Nathan and Adams’ index
only because the gap between it and its suburbs is greater than in
a poorer city that resembles its suburbs more closely. Second, four
of the six variables used in the Nathan and Adams’ index do not
take into account population size and consequently may be biased
toward large cities. The CBO social index, which is a combination
of the Nathan and Adams’ central city and city-suburban indices,
suffers from this same problem. In addition, the three indices used _
in the CBO study can also be criticized because the measures that
were used to tap social, economic, and fiscal distress of a city do
not take into account all facets or consider only some aspects of
the dimensions of distress to which these indices speak. It should
also be noted that these four hardship indices represent initial
attempts to measure distress and are solid attempts to address
this most difficult conceptual and measurement problem. Despite
these possible shortcomings, the relatively high correlations among
these indices suggest that all four of these indices reflect an
underlying phenomenon of distress.

CORRELATIONS AMONG THE NATHAN AND ADAMS’, SOCIAL,
ECONOMIC AND FISCAL INDICES

Nathan and
Adams Social Economic Fiscal
Nathan and Adams 8124 5715 5961
Social 8124 5041 6579
Economic 5715 5041 .6353
Fiscal .5961 .6579 6353
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It also should be noted that the National Governors’ Associ-
ation has pointed out that conventional measures of distress used
in many federal programs often ignore the problems of small
communities, rural areas, and communities whose infrastructure
is overwhelmed by rapid growth because of energy development.
This study, however, focuses on whether state/federal aid is
responsive to the conventional measures of urban distress because
these conventional measures are part of the rationale for many
direct federal-local programs.
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Senator BRaDLEY. We appreciate your testimony. We found it
extremely enlightening We will now proceed with our next witness,
" the Governor of my State, New Jersey—our State, New Jersey—
Gov. Brendan Byrne.

Welcome to the subcommittee, Governor.
~ Governor ByrnE. Thank you. {t is nice to be here. I was going to
just join Governor Alexander, but he has to go somewhere else. He
_is a pretty talented musician, outstanding tennis player, brilliant
administrator. You would think with all those qualities, he would
be a Democrat. [Laughter.] _

1 have some testimony prepared, Senators, and in deference to
your ability to read it, I will mark it, if I may, and just make a
couple of comments which I think will save some time.

'Senator BRADLEY. That will be fine.

* STATEMENT OF HON. BRENDAN BYRNE, GOVERNOR, STATE OF
NEW JERSEY

.= Governor BYrNE. I suspect that Governor Alexander pointed out
* that there is a popular myth abroad that all of the States are
. running huge surpluses. I presented a budget which identified $210
million worth of deficit for the coming fiscal year and I asked the
~ legislature to try to find $210 million somewhere.

~ Besides from doing that, I identified a number of programs which
" had to be deferred in New Jersey because we could not fund them.
1 signed with very mixed emotions several bills, including one
dealing with the inspection of boarding homes in our State which
was a meaningless and maybe even a misleading gesture because
“the bill had no funding attached to it and it cost money to do what
the legislature wanted done.

In my budget, I provided a 7-percent increase for aid to depend-
ent children.

So I could give you 100 more dramatic examples of things we
ought to be doing at the State level which cannot be done because
we do not have the money.

We also, in our State, take somewhere between 52 and 63 cents
out of every dollar that I run through the budget and we give that
back to local government by way of a type of State revenue shar-
ing. -
And out of a budget of about $5 billion that would represent
some $2.5 billion.

I think that the Congress, in dealing with revenue sharing, is
“dealing with something a little bit different from the concept of
. just saving money—and I am in favor of saving money where you

_can save it. I think that when you cut out revenue sharing, you are
not dealing with saving money, you are dealing in problem trans-
fers. You are transferring a problem from the Federal level to the
State level. And if the States are in the bind that I have just
described, and I think most of the industrial States and a lot of the
+ - States with other problems are in that bind, our tendency, then, is
“* to cut out this, or at least to some extent, to cut out this State aid
“. to localities. :

~ So what you are really talking about is moving the problem from
the Federal level to the State level to the local level. When you
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transfer it to the local level, you are transferring it, basically, to
the property tax. )

In cities like Newark, N.J., where the property tax typically
represents 10 percent of the value of a house, to transfer more of
that problem to the local property tax becomes increasingly more
self-defeating because, as the property tax gets higher, the aban-
donment of the cities becomes more accelerated and the problem
more acute.

So I would just urge, and I have a good many statistics in my

resentation about what we are doing at the State level for cities
-like Newark and Camden, the fact that we pay 76 percent of the
cost of education in Newark and 79 percent in Camden, a lot of
statistics that buttress the point.

I think that when you are dealing here in the Congress with

questions of saving money, there ought to be a distinction made
between money that is really saved and problems that are only
transferred, and when you -are dealing with problems that are
fransferred, there may be justification for transferring the prob-
ems. -
I think that by transferring the problem of raising money from
the Federal income tax to a local property tax, you are creating
more problems than you solve, even if you get a headline about
balancing the budget. So 1 would ask the Congress to look at
revenue sharing in those terms.

If I could make one more minor point, it has to do with the
predictability of the budget process. You can do a lot of things if
_ you have time to do it. If you tell us to live without $75 or $80
million and you give me time to organize a way of doing that,
whether it is increasing the property tax or doing without services
or what have you, it is a lot easier to do it than if you tell me now
that you are going to take $20, $30, or $60 million away from me
very suddenly. .

I think all of us have a certain amount of control over what is
happening and the more advanced planning we can do, the better
control we have. _

To respond irrationally to sudden changes in revenue sharing
that we are getting from the Federal Government is, I think, again
self-defeating. ;

So I ask the committee to take those matters into consideration
in your position. I understand the problems of inflation and I
understand the advantages of a balanced budget, but I think that
understanding has got to be in the proper context.

Senator BrRapLEY. Thank you very much, Governor.

I would like you to put on your philosophical hat, if you will, and
tell us what you think would be the longer term implications in
Federal-State relations if general revenue sharing was cut out for
the States.

Governor BYRNE. I am not sure that I understand what philos-
ophy you would like me to get at.

Let me tell you a little bit about revenue sharing. I think if you
talk to 50 Governors and you ask them which Federal program
they like best, they would tell you revenue sharing.

ey would tell you revenue sharing because it is a way of giving
- back a few tax dollars to a State and letting the State make the
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judgment as to how to spend that money. As a matter of fact, we™
'}ive in our little State houses, but we sort of find out what is going
on here in that we talk to each other a little bit.

I have been talking to some of my fellow Governors lately and
one of them made a suggestion to take all of the Federal categori-
cal programs and you forget about them and just give us the one
pot of money and let us make the judgment as to how best to spend
it

Revenue sharing is a way of letting us make the judgment on
how to spend the Federal money.

It also has the advantage of not setting up artificial criteria or
criteria which are relatively meaningless in the context of our
State problems.

Senator BrADLEY. I am thinking about your observation that
cutting out the State share of revenue sharing is just problem
transference. A number of other witnesses this morning have testi-
fied that if you cut State share you have to raise taxes in the State
in some form—property, sales, or income. Yet increasing taxes does
have some effect on private job creation, particularly in the manu-
facturing sector. I wonder if you could share with us what you
think it might mean in New Jersey if the State share was cut out
and you had to raise the money from other forms of taxation?
Whether that might not, indeed, perpetuate a trend of losing jobs
from a region that needs those jobs.

Governor BYRNE. We have just been through a dramatic experi-
gnge in New Jersey. As I said 1 have identified $210 million of

eficit.
~‘One-of the things we did at the end of last year was to impose a
modest increase on the corporate income tax and even that had a
chilling effect on the business climate of New Jerse‘y.

There are two things that I would like to identify in response to
your question. One I think that a Federal income tax is probably,
as of now, with all of its problems and loopholes, still the fairest
form of taxation.

Second, when you dump a burden back on the States, then you
get the jockeying among States as to what kind of a tax I am going
to impose and when I am going to impose it and how many busi-
nesses are going to move out of my State into another State be-
cause we impose this form of tax and some other State imposes
that form of tax.

I think that it is destructive and would esFecially be destructive
in those States that have the kind of unemployment problems and
property tax burden problems that our State h

Senator BRADLEY. Another aspect of your testimony was the
predictability point. Are you saying that if there is to be any
reduction in State share, it should at least be phased in?

Governor BYRNE. Yes. I think to tell me that next year I am
going to have $10 million less is something that gives me time to
reorganize my services, to identify those things where I can say to
a municipality hey, next year, you are going to get a passthrough
of $10 million less and here is the way we are all going to have to
adjust to it. .

nator BRADLEY. In New Jersey, what have you done with your
budget to target revenues?
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You say 52 cents of every dollar soes back to municipalities. How
do you actually target those fun s? Do you feel that what has
happened in New Jersey in the way of targeting is something that
\t;ved might think about at the Federal level as we look at the
udget?

Governor BYrNE. I have gone into that in some detail in my
“testimony but the fact is that we have tried to target things like
urban aid and safe and clean street programs and other housing
programs in terms of what the local need has been.

"We have targeted our economic development authority loans in
“terms of trying to solve problems in urban areas and frankly, I
would like to come back some day and testify on that whole eco-
nomic—there is an article in the Sun paper this morning about it.

I think if you are lookifig for Tioney that has been ineffectively
lost to the Federal Government, that is one area where we could
have some productive discussions.

But we are in very many of our local aid formula targeting it to
problems and targeting it to need.

Senator BRADLEY. Senator Durenberger is not here, so I might as
well ask his questions.

Are you in favor of a 4- or 5-year reauthorization for revenue
sharing?

- Governor ByrNE. I think that the longer leadtime you give us,
the better off we are in being able to do things on an orderly basis.

Senator BRADLEY. OK.

Let me just go back to one other point. What happens to the
_State share of general revenue sharing dollars in New Jersey? A
lot of that mone{" is passed through, as I understand it.

Could you tell me exactly how much it is passed through, and
how it is passed through?

Governor BYRNE. We take it in as part of general revenues so
thl::t I cannot trace it through. All I can tell you is that when we
take in——

Senator BRADLEY. Let me tell you how refreshing it is to hear a
Governor actually say that, as opposed to saying that they, use
general revenue sharing for this or that or whatever. I think you
are extremely correct and direct and honest to point to how you
use your general revenue funds. Fifty-two cents on every dollar
back to the local level is impressive.

I think that is what you were leading to.

Governor ByrnE. That is right.

Senator BRADLEY. All right.

I appreciate your testimony and your work in New Jersey and
~ look forward to talking with yousoon about our State.

Governor BYRNE. Good. We are verx proud of the job that Sena-

tor Bradley is doing for our State in Washington and it is always a

rivile%e and somethin% I look forward to to talk to him either

ormally or informally. If I had not said that, I would not run the
risk of further cross-examination.
Senator BRADLEY. And here is Senator Durenberger.
Senator DURENBERGER. | have a feeling I missed something.
, I just express my appreciation to you, Governor, for the man
. contributions that you have made, to my understanding or expand-
ing my understanding of the role between Federal and State Gov-
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ernment. I have seen you now in a variety of settings in your own
State, the back room, out here at the table and I compliment you
not only for your thoughtfulness but you are willing to spend time
impacting on this and on this process and I am indebted.

Thank you.

Governor BYrNE. Thank you. I am glad I stayed.

Senator BRADLEY. Thank you, Governor.

[The prepared statement of Governor Byrne follows:]

TestiMONY oF BRENDAN BYRNE, GOVERNOR oF NEW JERSEY

I appreciate the opportunity to appear before you today to stress our strong
support—indeed our absolute need—for the reauthorization and full funding of the
general revenue sharing program. General revenue sharing is vitally important to
this State, especially in this time of rising inflation, tight budgets and limited
resources. New Jersey receives approximately $225 million annually—state govern-
ment receives $76 million. This money is impossible to duplicate with our own
resources without extraordinary tax increases or massive program reductions, nei-
ther of which are desired by the citizens of our state.

Some groups have developed a rationale which sugﬁgizs that states could be
eliminated from the general revenue sharing program use state governments
have large surpluses or because they have some other magical way to lFroduce more
mone&. I ogpose such rationale. Such arguments are faulty and misleading.

In New Jersey we project to end our fiscal year 1980 budget with a surplus which
will be less than 3 percent of appropriated dollars; and by the end of fiscal year
1981, our surrlus will be less than half of 1 percent, on a budget of over $5 billion. I
think you will agree that this is an extremely narrow margin and does not provide
much room for error, Qur srojected surplus of $36 million would run the state for
about three days, and in addition, we have other obligations which are not readily
seen by looking at the fund balance statement. The existence of a surplus, for
example, does not mean that we are free of debt. Unlike the Federal government,
States have separate capital budgets and such budgets are supported by issuing
long-term bonds which become future obligations of the State. In addition to bonded
debt, states have unfunded pension liabilities which must be met, and in many
northeastern and mid:-western states, we have large deficits in our unemployment
compensation funds which one way or another, will have an impact on the fiscal
status of states. Additionally, the budget which I recommended to the legislature
last month requires that $210 million be raised in new taxes if we are merely to
continue our existing programs—our total budget for fiscal year 1981 represents an
increase of less than 8 percent, significantly below the rate of inflation. Without
these new taxes, not only will we have no surplus, but sizable program reductions
will have to be made in an already modest budget.

More than one-half of our shortfall can be attributed to the Federal Government.
For example, we cannot anticipate the receipt of general revenue sharing without
authorization by the Congress, and recent changes in regulations by the Department
of Health and Human Services will require states to make more frequent deposits of
social security payments—this will cause us to appropriate an additional $40 mil-
lion. In addition, this state is providing $22 million to local governments to offset
the loss of anti-recession funds. This will be the second year in a row that state
fovernment has had to recommend emergency agpropriatlons to help mitigate the
oss of federal aid at the local level. We cannot afford these continued drains in the
state budget. And, we have great difficult tr{ing to manage our financial affairs
through the fits and starts of changing federal policies. As is evident by our small
surplus, by our need to raise new taxes, and our constant attempts to fill the
revenue voids created at the local level, we are operating at the base margin of
safety.

The elimination of the general revenue sharini would not only effect state pro-
grams, but it would also prove detrimental to local government. More than 52
percent of New Jersey's resources, including 100 percent of all revenue from the
income tax, provide direct aid to local governments. In New Jersey, this means $2.6
billion and this includes three-fourths of the non-federal welfare burden, and over
40 percent of the cost of local education. Not only is this amount quite large, but it
is well targeted to our areas most in need. For example, on the average percent
of all urban school costs are borne by the state, with 76 percent of the school district
budget for Newark and 79 percent of the Camden school budget supported with
state aid. We target $52 million per year to 32 of our most needy municipalities
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based upon a formula which stresses need, and 75 percent of our in lieu of tax
'paf'ment program goes to our 32 urban aid cities.

" In our urban aid cities, 34 percent of all municipal expenditures are supported
with State aid. In addition to direct payments to local governments, New Jersey also
pays the entire non-federal share of the $620 million medicaid program—a program
- which is well-targeted in our most needy areas. In addition to these programs which
are supported directly by state revenues, we have many off-budget items which are
also targeted to our local areas and which require state direction. Our housing
finance agency is the leading producer of subsidized housing in the nation, and our
mortgage finance agency has successfully raised over $100 million for city mort-
gages and improvement loans. Major state complexes, such as medical schools,
colleges, and a major new justice complex give new life to central cities.

1 cite these facts to stress the importance states like New Jersey place in allocat-
ing resources, time and planning talents to improve our local governments. To
- suggest that a décrease in general revenue sharing would have no impact on states
and local governments is a belief that 1 feel few of us really share: and to suggest
further that the elimination of the state governments from revenue sharing would
_have no impact on aid to the cities is naive and self-serving. It would have an
impact at least equal to the dollar cut-back in general revenue sharing to state
_governments, and more importantly, it would severely damage the federal-state-

ocal partnership which has been nurtured in New Jersey during the latter half of
this decade. The cities and the state government need help beyond the resources
available from taxing sources presentlr in existence.

Most states have tremendous problems at both the state and local level. Most
states, in a partnershif between executive and legislative branches and local gov-
ernments, are constantly reviewing their state-local fiscal structure in an attempt to
identify the most responsible way to meet the problems. I have already told you the
extent to which New Jersey has directed its resources to local problems, but I have
not told you what some of the impact has been. For example:

In five short years we have shifted our entire tax structure so that it is less
dependent on the property tax. In 1976, 53 percent of all state and local revenue
was raised by property taxes—in the current year, only 42 percent comes from the
property tax.

Our property taxes in 1979 are less than they were in 1976 by over $128 million.

State aid to local governments in the last five years has increased by $1.3 billion.

State support for local education has increased from 28 percent to 40 percent of
total costs, and the expenditures are based upon need-oriented formulae.

State aid has increased at a faster rate than any other component of the budget.

Let me now make some observations about the state commissions to study state
and local fiscal conditions which have recently been under discussion. General
revenue sharing has been successful in my judgment. It has been good for state and
local governments. At each level of the intergovernmental system, all of us have
issued the phrases “‘cut the red tape,” “reduce the paperwor )" and “simplify the
grant-in-aid system.”

I understand the reasons behind the requirement that states establish these
commissions and can support the concept. As I mentioned previously, many states
continuously review the fiscal conditions of their local governments and the state’s
responsibility for providing them with assistance where needed.

During the last seven years in New Jersey, I can think of at least four major
studies which have included as their focus the study of intergovernmental relations.
In fact, I have just received a report from a group of mayors which 1 appointed to
study the state aid formulae. All of these study groups have had a significant
impact on state-local relations, and | would expect as the needs arise, I and other
governors will ask for further guidance. Many other states share similar experi-
ences. .

Overly prescriptive mandates would be a mistake. The national governors’ associ-
ation has made recommendations for changes in some of the commission uire-
ments and 1 would urge you to review these recommendations and make modifica-
tions in the more punitive provisions if they are still a part of the proposal you will
be considering. i

Our intergovernmental syatein is full of examples of where federal rules and
regulations or laws have created unnecessary responsibilities and mandates for
state and local governments. Instead of creating morg burdensome mandates, let us
besin to examine in earnest ways to: streamline the categorical grant system,
reduce the excessive reporting requirements, modify the maintenance of effort
provisions, and provide for better planning by authorizing forward funding for
major categorical programs.
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At the state level, we are faced year-in and year-out with federal programs that
provide no growth in funding, which in turn forces states to fund the inflationary
costs. For example, federal funding for the title XX social services program has not
" increased in the last two years, but costs continue to rise which must be met with

state a%propriations. Federal formulae for such major programs as welfare and
medicaid do not realistically measure or consider the fiscal capacity of states and
localities to bear this nation-wide phenomena. Why should, for example, New Jersey
and other industrial states which provide a decent level of support for the poor in
our society be penalized for-this policy in the formula, such that we receive 50
percent reimbursement, and other states receive up to 82 percent. I believe the
resources of the federal bureaucracy can be better applied to solving the issues of
formula revision and improvements to the grant-in-aid system, than to-complicate a
viable, workable program which is overwhelniingly supported by state and local
governments throughout the country.

The State government will do its part, but we need the continued Federal commit-
ment—at the very least we need reauthorization of the general revenue sharing
. program.

i I appreciate your kind attention, and I urge the support of you and your col-
leagues for the renewal of general revenue sharing.

Senator BRADLEY. Our final witness for today is Mr. Frank Fran-
cois, who is a councilman of Prince Georges County and president

of the National Association of Counties.
Mr. Francois?

STATEMENT OF FRANCIS B. FRANCOIS, COUNCILMAN, PRINCE
GEORGES COUNTY, MD., PRESIDENT, NATIONAL ASSOCIATION
OF COUNTIES

Mr. Francois. Thank you, Mr. Chairman. We are very pleased to
be here today.

I am Francis B. Francois, as you noted. We do have a formal
statement which I would like to submit for the record, if I might,
“and then just briefly skim through it and respond to questions
which you might have.

After this week, at least—and I doubt if there ever has been, but
certainly not after the last few days activity of a few thousand
county officials on Capitol Hill—I do not think there is any doubt
but that the National Association of Counties firmly supports the
reenactment of general revenue sharing.

This has been a longstanding policy of NACO and of the counties
which we represent, and we continue to hold that policy.

Some of the reasons as to why we do support it are, I think,
important.

e are, of course, acutely aware of the inflationary problems in
which this Nation finds itself and of the need to exercise restraint
at all levels of government. We believe that NACO, over the years,
has become a responsible national organization. .

For several years, we have tried to exercise, within our own
organization and among our members, a degree of fiscal restraint.
We have tried to help target programs which we think should be
trimmed and terminated. Sunset legislation, regulatory reform and
grant reform legislation are all things which we have strongly
sponsored and we believe this is the right direction in which to
move, :

At this time, though, we think that the reauthorization of gener-
al revenue sharing and the development of a national Federal
‘s’mding,policy are not inconsistent or at cross_purposes. Indeed, I
-think we can share some of the views I just heard from some of the
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Governors that, if anything, at a time like this we should increase,
rather than decrease, or talk about eliminating general revenue
‘sharing. .

We have, as I said, tried to deal with specific program cuts to
offset the need to cut budgets. It is difficult to do, but we will keep
trying to do it.
© _ Ultimately, of course, the Congress is the jury as to which ones
:  of those programs ought to be cut back and which ones ought to be

 maintained at their current level. -

This week at our National Association of Counties legislative
- conference meeting here in Washington I am pleased to note that
_we did restrain ourselves on some spending programs, and held
- “them back as far as the recommendation of our board, pending a

“further look at just what is happening with the national budget.

In the case of revenue sharing, we are holding back nothing. We
“believe it is a good program. We think it is one that ought to stay
in effect. It is a program that allows us flexibility to deal with the
differing mandates that we receive from State government, from
the Federal Government.

It is a program that, factually speaking, has suffered a cut in the
last several years simpﬁy because of inflation. A heavy cut that has
left us with less real dollars to work with but, nevertheless, the

program still functions and functions well.

Part of the issue, with respect to general revenue sharing, as I
have said, is to deal with the mandates that counties, especially,
must face from both the State level and the Federal level. A recent
survey by the University of California at Riverside identified some

-1,000 mandates placed on local governments, and to quote from
that report, it says that nearly 500 of these are direct order man-
dates, which have added to the cost of local government and al-
tered substantially the activities of local governments and their
budget pictures.

Because local governments are restrained, in the most part, and
county governments especially, to financing their activities with
the property tax, when you receive a mandate from the State or
the Federal Government saying “Thou shalt do this,” and your
only recourse is the property tax, you are faced with a problem.

And general revenue sharing has been part of the answer to that
problem. .

Now, compounding it, of course, is that in some states there are
limitations placed on the ability of county governments especially
to tax. There are millage limitations imposed either from the State
level or, in some instances, locally which cannot be exceeded. With
an inflationary period of the kind we now have, coupled with
mandated programs, county governments are very hardpressed.

Now, we believe that there are ways to restrain spending and to
better use much of the money which is currently available from
the Federal Government—and again, I come back to the issue of
grant reform. We hope that that legislation and the paperwork
reform legislation will .move through Capitol Hill. We see large
savings there, estimated in the billions of dollars, which are in
essence wasted and which could be utilized to offset some of the

real needs that are out there. R S
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The issues of inflation, as I have said, are very much with us
these days, and we understand that problem. We are not, at this
time, asking for an increase in general revenue sharing, although
we probably should be, to offset inflation because of budgetary
restraints.

We do, however, think it might be something worth looking at

~for the next 3, 4, or 5 years of an ongoing program, if inflation is
going to stay with us. We cannot keep doing what we are doingz
rrhic is making the program swallow the full brunt of the prob-
em.

The question of targeting has come up several times here today,
and I would like to address some of our comments here to that. Let
me, first of all, make clear that NACO has always backed the
concept of targeting to areas of need as a desirable goal. I want to

) emllphasize, though, that we are saying need, not geography.

o 00 often, for political or other reasons, we seem to set a central
city against a suburban jurisdiction just a block away, where the
suburban county may well have more problems than the central
city does. So in any targeting program, we would strongly urge
that need be the test and not geography.

We are cautious this time, however, in talking about the issue of
need, because we frankly do not have a context within which to
talk about. We are very disappointed that the Carter administra-
tion, while it has indicated it strongly backs revenue sharing, has
not yet presented a bill for us to meaningfully examine.

We have seen, as I am sure you have seen, computer runs. We
have seen proposed legislation. We have heard rumors, but we are
not going to react—and indeed, cannot responsibly react—to those
---rumors until such time as we have a specific piece of legislation in
front of us. .

This past week we had hoped again that we could bring the
talents of some 1,000 county officials to bear on analyzing the
President’s bill. Our timing was off, or his was off, one or the other.

We will, of course, be back to you with our recommendations
once we see a bill itself. But I would like to underline a point that
was mentioned here earlier this morning, we act as if there was
already no targeting within general revenue sharing, and that
simﬁly is not true.

The current program, with its three-factor formula, to a great
extent, does target the money to where it is most needed. The
Office of Revenue Sharing itself states that generally the formula
distributes a greater percentage of funds to the governments with
higher unemployment rates. It also says that the géneral revenue
sharing formula is relatively responsive to need, fiscal capacity and
effort, especially when compared to several other Federal pro-
grams, and it does tend to direct mare funding per capita to high-
strained large cities than to those under moderate and low strain.

So we should not lose sight of the fact that we already have a
large amount of targeting in the general revenue sharing program.
We believe that the current formula, if enacted, is a targeted
formula, and that it achieves much of what one would hope to
achieve through targeting.

If we are going to do further targeting, though, we want to take
a look at it first. We hope that we do not get lost in the argument
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% - between minor shifts in money, and in the process lose the overall
“i-program itself. _

Another point I would like to make, relates to what general
revenue sharing is being used for. More and more, it is being used
for operating costs. OQur local governments, our county govern-
ments, have come to depend on general revenue sharing as operat-
ing revenue.

- y? In part, because of the mandate issue. In part, because of
-~ the legislative limitations on real property taxes which more and
= more say that we must use other revenues, that is, general revenue
¥'sharing, simply to pay policemen and firemen and build roads.
‘Therefore, any cut in general revenue sharing at this time, much
‘more so than 4 years ago, is going to mean a reduction in services
people. We are to the point where we are not cutting capital
Frograms and golf courses, but where we are cutting policemen and
firemen out of the budget because general revenue sharing has
been reduced or eliminated.

. Mr. Chairman, my time has expired. Let me stop at that point,
a%am referring to my formal statement as to a further explanation
> of all of these and other points, and I open myself for any questions
. you might have.

Senator DURENBERGER. Thank you very much for an excellent
statement and an excellent summary.

On the last point, where the money is being spent, what factor
would you .say, or what role, do you think the factor of predicta-
bilty is playing in the increase in using the funds for operating
ex&enses rather than other—— -

r. Francors. I think, Senator, it has a big factor. I have trav-
‘eled a lot this-past year talking to county officials across the
‘Nation, and there is no question in my mind but that a continuing
program of general revenue sharing is being relied upon by public
officials all over this country.

They have come to accept, after 8 years, that it is a relatively
stable program, which is part of the reason it is being turned to for
~operating funds. To now disru{)t that, either in whole or in part, at

the county level, and the city level, I believe, is going to cause very
gevere problems.
"If there is to be any interruption of the program at the State
.level, that is going to affect us, too. There are many States, as you
" are well aware and as has been pointed out here in testimony early
his morning, where the State passes through all or most of its
- general revenue sharing funds, to units of local government. For
‘example, one State that has not been mentioned, is South Dakota.
- A relatively small State, in State labor all of the general revenue
sharing money goes directly to the local school systems. If that
“ money is not there, then the county governments somehow are
“going to have to find the money for those school systems. It will
not be a State burden, rest assured.
- So yes, predictability, and reliability, are important. It is a pro-
gram that has become important for that reason, as a continuing
1 source of revenue. To the extent that we damage it, we are going to

- damage a lot of people. )
 Senator DURENBERGER. If I were to introduce a bill this afternoon

to reauthorize revenue sharing on the same terms that it has
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existed in the past 3- or 4-year period of time, would you find
anything that you could not support in that bill or anything that
should be in that bill while I am doing it?

“Mr. Francois. We would do everything possible to pass that
piece of legislation. We think that the best, the most reasonable,
the most rational thing to do is precisely that, to extend the cur-
rent program.

We believe that in the approaches that the President has offered
~ thus far where we are going to reprogram some $160 million or so
out of a $6 billion program, that it is a very small retargeting that
-is going to have a very high political cost. It will drag through a
Congress which is already very busy, and which is facing July
conventions and a lot of other issues.

We are not certain that those things can be resolved.

One day this week I sat in with the counties from Senator
Bradley’s State as they sat around in consternation trying to figure
out what is happening. Eighteen counties, 14 of whom took cuts, 4
of which get increases, which is not so bad, but those 4 have
nothing in common—or so they said—and they are a little bit
baffled as to why these changes occurred.

We believe that the changes that are being talked about are so
small that the amount of political discussion they are going to
entail is not going to be worth the cost, and that it would make
much more sense to simply extend the current program.

Senator DURENBERGER. 1 will bet those counties did not have
those problems before you were elected.

Senator BrRADLEY, T efr had them in a much more severe condi-
tion until I vsas elected. It.has actually gotten better.

I think that Senator Durenberger probably touched on the one
issue that is of gravest interest to me and that was your reaction to
the formula change. I did hear that.
hwgnat is your feeling about the commissions? Did you ask about
that? -
- Senator DURENBERGER. No, except indirectly, and I think he
answered it.

Mr. Francois. I think I answered it indirectly. If they are in a
bill, we have several concerns about the concept, and especially
about the detailed approach which is being taken. -

The commission, as in the legislation we saw, requires that there
be a series of time tables which must be responded to by set dates,
which presumably then ties up and disrupts the uniform flow of
funding that we believe is so imﬂortant. But more fundamentally is
the question of whether or not the Federal Government ought to be
mandating that any State re-examine its fiscal priorities.

Many States are already doing that. To tie the revenue sharing
program to that is to imply a number of things. It is implying, first
of all, that the States and the local governments are not capable of
doing the jobs themselves—which I challenge. It is also imposing,
presumably, some form of a Federal uniformity on the approac
that is to be taken, which also bothers me.

But philosophically, it seems to be saying this, and I suspect this
is probably true of the Carter administration, that this is the first
step toward the dismantling of the revenue sharing program. It
appears to say that these commissions are an essential first step
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and, once they have done their work, then the next time around we
do not need to reauthorize the program at all.

That, I think, is the most serious objection we have. We see
general revenue sharing as a good concept, a vitally needed concept
at the State, city and county level that should be accepted as part
* of the fabric of American government into the foreseeable future.
. We caniniot understand why it is opposed as strongly as it is by
some people and why we keep tinkering with it. We think we have
a good program. : ]
1t is one that, especially in these times when we must cut a
humber of categorical and other programs, does assure some flexi-
ble Federal money to carry out Federal concerns and Federal man-
. dates at all levels of Government. ,

It is, as has been said here, a program which we probably ought
" to be talking about increasing, not lowering.

_ Senator BRADLEY. Thank you very much, Mr. Francois, for your
* testimony and I welcome any continued thinking you have about
the subject as we continue our deliberations.

Mr, Ncois. Thank you.

[The prepared statement of Mr. Francois follows:]

StateMENT oF Francis B. Francors, COUNCILMAN, Prince GeorGes COUNTY, Mbp.
AND PRESIDENT, NATIONAL ASSOCIATION OF COUNTIES

Mr. Chairman and distinguished members of the Subcommittee, I am Francis B.
Francois, Councilman from Prince George's County, Maryland and President of the
National Association of Counties. I am testifying here today not only as a repre-
sentative of my own urban county but on behalf of the urban, suburban and rural
counties throughout the United States.
Let me begin by expressing our appreciation to this Subcommittee for initating an
examination of the issues surrounding reauthorization of the General Revenue
~ Sharing Program. As you know, the public interest groups representing state and
local government have been actively ‘seeking Administration -and Congressional
forums to discuss the many issues emerging in the renewal debate.

1 would first like to express the general policy position of the National Association
of Counties and offer a background statement relevant to the basis of our position.
NACo’s policy position, as indicated in our American County Platform totally
supports a permanent general revenue sharing program. Reauthorization is our
number one lel.gis!ative priority in this 96th Session of Congress. Furthermore, our

Taxation and Finance Policy Steering Committee recommends the Association sup-
. port the continuation of a strengthened general revenue sharing program which
includes the following provisions:

1. Funds should be directly distributed to the states and general purpose local
governments. Continuation of this distribution method recognizes the inseparability
and interdependence of the Federal fiscal system.

2. Funds should be distributed through an automatic, annual appropriation to
entitlement jurisdictions, recognizing current costs of providing basic services and
reflecting annual increase to compensate for inflation;

3. Adequate enforcement of the current civil rigi\ts, citizen participation, and
financial accountability provisions in the current law should be continued.

NACo feels the above provisions, in keeping with adopted policy, will in the lonﬁ
run significantly serve to improve the fiscal conditions and economic stability of al
levels of government. -

We wish to emphasize that we are not insensitive to the fiscal responsibility we
all have to the health of our economy. Qur policy also strongly recognizes that the
future of our system of Government depends upon our willingness to accept respon-
sibility for spending restraints and to assist the Federal government in developing a
rational spending policy. As many on this Subcommittee know, NACo has been out
front in many of the legislative efforts we feel addresses fiscal responsibility. In

icular we would not our support for Sunset, Regulatory Reform and Grant
orm legislation.

Reauthorization of _general revenue sharing and the development of a national

federal spending policy are not inconsistent or at cross purposes. With limited
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federal funds available, we recognize that some programs may have to be eliminated
or reduced. This is a legitimate goal. But we strongly feel that general revenue
sllxlarirl;g must not be eliminated or reduced. This program should come first before
all others. i ‘

Having said this, your question will then be “What programs can you identify
that Conﬁress can cut in order to accommodate revenue sharing reauthorization?”’
This is a legitimate question and one which you have been consistent in asking. The
National Association of Counties is made up of elected officials each of whom reflect
differing communities and needs—urban, rural and suburban. We have tried to
establish a priority listing of the many categorical grant programs in which we have
an interest and have been unsuccessful. Each program has a purpose which ad-
dresses a need in some or many parts of the country and each has a vocal constitu-
ency. This is no different from the pressures the members of congress face when an
aid area is facing termination. But we will continue to try to identify these pro-
grams. for the benefit of both of us and, although we cannot single out.specific
programs, we can say to you that there is no divergency in our total support for
reauthorization of general revenue sharing.

Counties stand united behind general revenue sharing because, for a great_many
local governments, it is the one aid program that can be counted on to help cushion
the blow that inflation has dealt to our budgets. The county welfare dollar buys
fewer services; the road dollar provides less construction and lower maintenance
support; capital projects—such as juvenile homes, health clinics, alcohol and drug
abuse centers—must be deferred. .

And while counties have launched anti-inflation programs and_have worked at
streamlining their bureaucracies and eliminating competing and overlapping pro-
grams, they are still lagging behind. -

‘We have witnessed a phenomenal growth of county government in the past
decade. More and more, counties are assuming responsibilities for services previ-
ously provided by municifal governments. Nonetheless, as these responsibilities
grow, counties are limited in their revenue generating power. The property tax still
accounts for 40 percent of local revenues. Even in fast growing suburban counties
;vith frequent reassessment, the property tax lags behind recent inflationary

ncreases.

It also must be remembered that many counties and municipal governments have
limitations on their property tax levies and sales tax rates imposed by the state.
And there is increasing tendency for states, among other things, to impose new
limitations in the name of property tax reform.

The state role in another aspect of local government operation also cannot be
overlooked—that of state mandates. Programs which are mandated by the state and
federal government make up a large part of count bud’gets. A recent survey by the
University of California at Riverside put the num{wr of combined mandates placed
on local governments at over one thousand.

The report went on to say that “nearly 500 of these are direct order mandates
.. .” which and I quote “have added to the cost of local government and have
altered, substantially, the activities of local governments and their budget mixes.”

These mandated responsibilities, plus the basic costs of running a county govern-
ment, do not leave room for a county to deal with emergency situations like
recession and inflation.

We in county ﬁovernment realize that there is no one overall panacea in our
battle against inflation. But to cut back on federal assistance to state and local
governments would severely affect those programs our citizens have come to rely
on—especially those social programs whose sole purpose is to help the needy.
Cutting back on these “people” programs would only pass the buck on to county
governments which are obligated to help those in need. County governments are
already at the breaking point and there is nowhere they can turn to find the
9ddiltionlal revenue to sustain the ongoing programs—even at their current operat-
ing level.

r. Chairman, hmﬁnﬁ talked at-some length about the need for continued federal
assistance to counties through revenue sharing, I would like to switch from legisla-
tive spending to legislative savings.

No one would argue that all federal domestic programs operate as efficiently and
as economically as they can. On the contrary, there are many areas of waste in
domestic programs caused by improper planning, inefficient operation and poor
evaluation. It is here that all levels t;fegovemment must work together to develop
well-coordinated programs which will reduce duplication and save money.

This type of effort is exemplified in current grant reform legislation which pro-
vides flexible general standards and centralizes the administration of national
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pollcy requirements affecting all federal ‘grant programs. These reforms would _
ubstantially cut down on the administrative costs which each federal agency must
“pend to establish and monitor separate and duplicative regulations for each na-
" tional program. - )
*=. In earlier testimony before this Subcommittee, NACo pointed out that there are
330 categorical project programs requiring competitive applications. Federal appro-
riation for these project grants is about $30 billiop a year or roughly 5 percent of
he overall federal budget. Estimating 30 percent of appropriations for administra-
“tive-related costs for both the grantor and grantee, if half the existing grants were
* consolidated, it would likely cut administrative costs in half for these programs. . . .
amounting to between $3 to $4.5 billion a year. .
- The $3 billion dollar savings is a popular target we would like Congress to look to
in saving on federal expenditures. .
% "It is in this vein that counties urge the Administration and Congress to put a
greater emphasis on those programs which enable states and local governments to
take advantage of federal funds without costly bureaucratic requirements and red
tape. When certain specified amounts of money are authorized for an extended time
geriod, counties can better plan for the use of funds without creating a local
ureaucracy just to handle paperwork. The budget planning ability of local govern-
:‘nex:its is our most important benefit from these types of automatic unrestricted_
unds.
. General revenue sharing offers a fine example of this non-bureaucratic, action-
oriented approach. Revenue sharing offers local governments the flexibility of di-
recting their resources into programs they know will best meet the needs of their
N reople without requiring the creation of large bureaucracies at the federal or county
evel. It is for this important reason that state and local officials are unanimous in
their desire to see an extension of the program during the 96th Congress.

From here, 1 would like to present NACo’s views on some hard questions which
have been posed to us:

Question 1. In light of the many current demands on the federal budget, can the
federal government afford to fund general revenue sharing at current levels?

It is no news to the subcommittee that over the last seven years inflation has
eroded about 40 percent of the purchasing power of federal revenue sharing dollars.
The question as to whether current levels are sufficient is then answered by noting
that these current levels already represent a signiﬁcant cut due to inflation. Howev-
.~ er, these monies gain significant value when viewed in the context of their flexibil- _
: ity for use and automatic payment schedule. This is particularly true when oné
" realizes that while there has been an increase in the dollar amount of federal
assistance, there has been a reduction in the real constant dollar value of grants-in-
aid. NACo is not suggesting we increase Federal aid to state and local governments
at a time when you are trying to balance the budget, but I would suggest we
increase Federal revenue sharing as the flexible support mechanism to bolster the
shortfall in the grants-in-aid categories used by our local governments.

Question 2. Given the increasing health of the state and local public sector, should
the revenue sharing program be modified to direct funds away from states and
localities which are extraordinarily wealthy or which are developing healthy fiscal
~ surpluses in their operating budgets? R
"~ The question asked is whether funds should be further targeted to fiscal need.
This, as you may guéss, is a difficult ?uestion to answer given the fact that our
- constituency, like yours, is made up o communities in all financial situations.
_ Everyone is for “targeting” funds to genuine need but the complicating factor is the

““penalty” imposed on those you must take from. A hold-harmless provision would
be a pat answer except that assumes increased total program funding levels, should
a targ&ted program come into play.
~ NACo has always supported the idea that targeting to areas of need is a desirable
goal. . Let me emhasize however that we are saying ‘‘need”, not geography. Too
often, for political or other reasons, need gets interpreted into the central confines
of a major city and residents of a need community—which happens to be one block
outside a city’s boundaries—are penalized because of where tg\ey live and are not
judged fairly on the conditions of how they live. That is why we are cautious. NACo,
absent any Administration proposal, supports reauthorization of the current pro-
and formula allocation.

I would like to mention a few points before moving on. These points revolve
around the basic priemise of whether or not there is increasing fiscal health of the
state and local |l)sublic sector and whether or not the current general revenue
- sharing program  already targeted to need.
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Many who have written on the economic outlook for the public sector indicate
that the fiscal health of state and local government is already in a period of decline
and this trend will continue. To quote the Congressional Research Service:

The Council of Economic advisors (CEA) notes in the 1979 Economic Report of the
President, that, “The operating balance of the State and local sector which was in
su?lus by about $6.6 billion in 1978, is expected to shift to a small deficit in 1979
and 1980." ¢

The Council goes on to state: “. . . . given the strong demands by citizens to reduce
State and local taxes, a return to surplus seems unlikely over the next five years.” ?

In a recent issue, Fortune magazine warned of ‘“great fiscal trouble” with the
State-local sector running a $10 billion deficit in the near future.?

Data Resources, Inc., a private economic consulting firm, has presented a forecast
of the State-local sector showing a $700 million surplus in 1379 and deficits of more
than $3 billion in both 1980 and 1981.2

‘The question you pose then must be viewed with caution so we do not get into the

- positon of having to revisit this issue and find we cannot address the problem of
“need on a timely basis. We must recognize that, given the continued projections of a
combination of inflation and recession, that state and local governments fiscal
positions will continue to erode and that reauthorization should reflect these condi-
tions.

As for targeting the program to areas of fiscal distress, 1 believe the question
should be clarifid to say “additional” targeting. The current program, through the
formula allocation process, has been shown to “provide far more per capita aid to
hard pressed central cities than to their affluent suburban neighbors.” ?

This is suported by the Office of Revenue Sharing which states:

Generally, the formula distributes a greater percentage of funds to governments
with higher unemployment rates.

The GRS formula is relatively responsive to need, fiscal capacity, and effort when
compared to selected other Federal programs. It also directs more funding per
capita to high strain large cities than to those under moderate and low strain.

It is our understanding that a great many categorical grant programs are directed
toward areas of distress'and that high stress areas tend to receive a proportionally
h(iigher percentage of these funds. The existing GRS formula, to NACo, appears
adequate.

Question 3. How are GRS funds being used at the state and local level? Are
revenue sharing funds being primarily used to fund operating or capital construc-
tion projects? Are GRS funds being used for the most essential needs of our state
and local communities?

The subcommittee is aware, I am sure, of the numerous studies that have been
conducted on General revenue sharing which show that a broad range of activities
have been funded over the life of this program. What is most revealing is recent
reports confirmed by the Office of Revenue Sharing, that .

“There has been a shift over time in the use of GRS funds from new spending on
capit;al and operations to spending on program maintenance and revenue stabiliza-
tion.”

This underscores the fact that these funds are revenues for existing operations
and services and not monies that can be banked. A good portion of these funds go to
public safety, transportation and environmental protection. I wish to add that of all
Federal funds, the GRS program is the only one where the monies can be used to
pay for unfunded Federal mandates on local government.

NACo, in conducting a small survey of its counties, has learned that a signficant
portion of county GRS funds go to public safety and public works. Of interest to
some of the members of this Subcommittee, is the following state breakdown of fund
use.

s Congressional Research Service, General Revenue Sharing and Alternatives, April 1979, and
U.S. Council of Economic Advisors. Economic Report of The President, January 1979.
. 5;1 9ACIR. Renewing General Revenue Sharing, Running the Congressional Gauntlet, June 4,
?l;:ternal Memorandum: Office of Revenue Sharing, Options Relative to the Future of Gener-
al Revenue Sharing, September 1978.
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GENERAL REVENUE SHARING FUNDS
Nombes of Percent of
. =
- S 58
14 n
12 H
30 6
7 49
. 1 69

We understand that the sample size is lacking, but the general picture of activity
is viewed as an accurate reflection of the counties in these states.

As to whether the GRS funds are being used for the most essential needs, we
would emphatically say “yes.” The whose premise of the progg;nd is that unrestrict-
ed aid should be avaifable to address state and local need on the view that
state and local elected officials are in the best position to judge what are their most
pressing needs. This concept, bolstered by citizen participation mechanisms, is still a
va!jd anld working concept and one that allows aid to be directed and used most
efficiently.

Question 4. The current general revenue sharing formula bases its allotments on
i “population, state or local tax effort, and per capita income of a State or locality. If
§ the GRS program is to be reauthorized, would you recommend any changes in the
£ current allotment formula?
. The National Association of Counties current policy supports the existixég revenue
sharing formula bases. NACo was active in looking at alternatives in 1971 and in
1976 and we feel that the current formula bases represent a good compromise
among many factors involved in those earlier deliberations. Our initial response to
computer runs provided by the Department of Treas\rx;g are mixed. We do know
that when there are winners and losers, the political problems of passing legislation
are significantly made greater.

In closing, NACo wishes to emphasize that the reauthorization of general revenue
sharing as an entitlement program is critical to county overnment and to our
ability to assist Federal efforts at economic stabilization. We feel GRS meets both
national and local interests and is the only aid program that is com letely adapt-
?:‘}e ul) the diversity in our state-local system. It is the single best form of fiscal

eralism.

We thank you for this opportunity to share the views of the National Association
of Counties on this most important subject. We look forward to working with you to
reenact the general revenue sharing program in its present form.

Thank you.

Senator BRADLEY. Before we adjourn, I would like to place Sena-
tor Moynihan's and Senator Dole's statement in the record as if
the’g were here.

[The statements of Senators Moynihan and Dole follow:]

STATEMENT OF SENATOR MOYNIHAN -

GENERAL REVENUE SHARING

. Mr. Chairman, it is unfortunate that our hearings on General Revenue Sharing
take place at a time when the future of the program seems to have become so
uncertain. We read in the press that the President will likely propose broad cuts in
the revenue sharing program, both for this fiscal year and for years following. Just
a few weeks ago, he had announced that he would call for the extension of General
Revenue Sharing at its present level of funding. Althought I sug‘port the President’s
strong commitment to cure inflation, I find it disturbing that his Administration’s
social policies should fluctuate so wildly, simply on the basis of one month’s econom-
ic data. What if next month’s economic data are less alarming? Will the fiscal
priorities change once again?

It is particularly disturbing that we should witness such abrupt gyrations with
respect to a &rogram with the extraordinary success record of General Revenue
Sharing. Unlike 8o many other Federal programs, General Revenue Sharing has
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met every expectation of those of us who advocated it originally. It has functioned
smoothly and automatically, without the slightest taint of mismanagement or politi-
.. cal abuse. A year ago, I introduced a bill to extend the program, in its present form
g be¥ond its curreent expiration date of September 30, 1980. This was the first bil

before the Senate to extend General Revenue Sharing, introduced long before the
Administration made its initial decision to seek continuation of the program. It was
clear to me a year ago, as it has been since the inception of the program, that
General Revenue Sharing is one of the most creative contributions to American
federalism in our recent history. .

In hammering out the details of an anti-inflationary fiscal package, neither the
Administration nor the Congress can afford to lose sight of the underlying merit of
the program. It is premised on a simple but fundamental fact: the progressive
nature of federal taxation is such that as the economy grows the revenues of the
national government grow faster than do the revenues of State and local govern-
ments. In order to preserve a balanced federal system, it is of great importance that
_we preserve the ability of State and local governments to respond to their distinc-
tive circumstances in their own ways. In that spirit, the idea began to be developed
in the Kennedy and Johnson administrations that the Federal government ought to
direct a é)ortion of its growing revenues to states and localities without the restric-
tions and specifications attached to categorical prgrams. This was a large idea. It
was developed and advanced by such distinguished political economists as Walter
Heller and Joseph Pechman. In time, it was proposed to Congress by President
Nixon and adopted in its present form in 1972,

The program has lost none of its luster since then. The concept of federalism
which underlies it remains vital. And the economic trends upon which it is based
have proved durable. Even with revenue sharing, state and local taxes per capita
have more than doubled in the last decade. Had the Federal government kept its
aid at the levels experienced before enactment of revenue sharing, state taxes would
have risen still further, or services would have diminished, or—most likelf—the
- Federal government would have stepped in with yet more detailed and complicated
. categorical efforts. This latter option would inevitably have reduced the indepen-
dence of the states and their ability to manage their affairs.

We must not forget that by extending General Revenue Sharing at current
- funding levels, we are deciding, implicitly, to reduce the costs of the program in real
terms. Last year alone, inflation eroded the value of General Revenue Sharing by

close to a billion dollars in real terms. 1 realize, given the current political environ-
* ment, that the Comgress would not to expand General Revenue Sharing, even
if only to compensate for inflation. But we ought not to exacerbate the erosion of
General Revenue Sharing by reducing the program outright. At least, we ought not
do so casually. If this is to happen, it should be the result of as sustained and
serious an examination of the proper workings of ‘a federal system as that which
produced the original legislation. We must not, in our zeal to curb inflation, lash out
at programs indiscriminately. And insofar as we do decide to trim federal spending,
we should first reduce those programs which have not proven effective, rather than
those which have,

N3

PREPARED STATEMENT OF SENATOR DoLE

Mr. Chairman, as you and others have said, we are having these hearings because
the general sharing program expires at the end of the current fiscal year. I have
always supported general revenue sharing.

The providing of block grants by the central government to the States and local
sovemments is consistent with a philosophy of federalism that allows governmental

ecisions to be made at the lowest possible level. Categorical, specific purpose,
grograma run out to Washington, by contrast, often lead to over regulation and rule

y bureaucratic fiat. In the long run, control by officials in Washington is often
- counterproductive to the aims of the programs and often leads to the disenchant-
ment with government that is so evident in this country.

This same philosophy of federalism has led Chairman Long and me, along with
several other Finance Committee Senators, to introduce a bill that would use the
block grant approach to reform the current family welfare program. This bill, we
believe, will show that welfare decisions can be made more effectively at the State
and local level than by the Federal welfare bureaucrats. Such local decisionmaking
will both be more efficient and do more for the truly needy in our society.

Because of my support for general revenue sharing, I was ple to see the
administration propose a continuation of the program at current funding level. 1
understand that this position is now being reconsidered. Given the general economic
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" crisis in this country, and particularly the over 18 percent inflation rate, 1 tan see
: ?h);}?l;e administration is rethinking its entire economic policy including its support
or program.

#- ] have 1 argued in the Senate that substantial cuts must be made in the
Federal spending &mgrams if inflation is ever. lg‘oing to be controlled. We cannot
forever continue spend money we do not have. It is encouraging that
elemental economic principle is now widely accepted. At the same time, I believe
that categorical programs should be cut before general revenue sharing. If we cut
specific purpose programs and keep this broad-use money flowing, the State and
l?cal government will be able to reorient their own spending to best serve their
citizens.

This program, 1 submit, will make it easier for our citizens to live with other
spending cuts that we must make. I acknowledge, however, that every part of the
budget may need some trimming.

Finally, I note that the administration has proposed some changes in the gneral
revenue sharing program. For one thing, it has proposed that each state be required
to set up a commission “to develop recommendations for improving local financial
management and the balance between local fiscal resources and responsibilities.” 1
would like to know why this change has been suggested. What complaints has the
office of revenue sharing received that this commissiion will correct? My initial
reaction to this proposal is that it is just another example of how we continuously
create more government in this country.

I look forward to hearing the testimony of our witnesses today and hope that we
can quickly complete work in the committee on this important piece of legislation.

Senator BRADLEY. With that, these hearings will stand in recess
subject to the call of the Chair.
ereupon, at 12:20 p.m. the hearing in the above-entitled
matter was recessed, to reconvene subject to the call of the Chair.]
[By direction of the chairman the following communications were
made a part of the hearing record:]

StATEMENT OF AFL-CIO PuBLic EMPLOYEE DEPARTMENT

The AFL-CIO Public Employee Department urges the reauthorization for five
more years of the Geneﬁl Revenue Sharing Program.

Generally speaking, with all of its weaknesses, the federal income tax is more
rrogressive and equitable then are the revenue collection methods of the States and
ocal governments. Then too, the problems of State and cities in meeting there
financial obligations and providing services necessary to modern communities, are—
in the-agg‘reﬁate—a national problem; accordingly reauthorization at the present
$6.85 annual level is appropriate and desirable.

It does not seem that federa] assumption of the welfare cost is imminent, neither
are other such policy changes which would somewhat relieve State or local govern-
ment of revenue requirements. Accordingly, the General Revenue Sharing can to a
de%'ee help meet the ravages of inflation which all levels of government fact.

e high rate of unemployment in most of our metropolitan areas contribute to
our 6.2 percent nationdl unemployment rate but jobs generated by the estimated
$88.9 billion in GRS in 1980 helpedy meet this problem.

We want to add special emphasis to an aspect of the testimony of March 6 by the
AFL~CIO although we cannot improve upon that statement. We quote:

We feel . . . that Congress should take this opportunity to improve the program’s
effectiveness in targeting funds where needs are greatest. The Revenue Sharing Act
should also become a framework for assuring minimum, basic standards for State
and local government employees. The federal government has established certain
basic stangards in legislation as the Fair Lagor Standards Act and the Labor-
Manlagement Relations Act setting forth certain basic conditions for private sector
employment.

In 1974, Oorgrees extended coverage of the Fair Labor Standards Act to additional
employees of State and local governments. In extending coveragc ' most of these
employees, Congress exerc its authoritgl under the Commerce clause of the
Constitution. However, the Supreme Court (National League of Cities versus Usery)
held that this was not an appropriate exercise of Congress’ power to regulate
commerce and denied coverage to the newly covered as well as to employees of
schools and hospitals who were previously covered and affirmed by the Supreme
Court. The majority opinion noted that Congress might be able to seek coverage by



- 263

“exercising authority granted it under other sections of the Constitution such as the
Spendi ower."”
Now that Congress is considering extending the Revenue Sharing Act, it is ap#ro-
riate to include the basic minimum wage and overtime provisions of the Fair
bor Standards Act in this statute. Such action would be a reaffirmation of the
intent of the 1974 Fair Labor Standards Act in a manner cited by the Supreme

urt. .

Similarly, standards_granting State and local government workers the right to
organize and to bargain collectively should be a prerequisite for revenue sharing
funds. In 1935, the Congress found that it was in the public interest to establish a
method for determining the wishes of workers regarding their desires to be repre-
sented by a union and to assure workers a basic right to bargain collectivey with
employers ooncernin¥ wages and conditions of emﬁloyment. Congress found that the
denial of the right of employees to organize and the refusal to accept the procedure
of collective bargaining led to strikes and other forms of strife or unrest. In the 1935
Wagner Act, Congress recognized the beneficial effects of establishing a system to
determine workers’ desires regarding union representation and the encouragement
“of collective bargaining. Similar requirements for State and local 3§overnment em-
Bl‘oyew should be enacted to enhance their basic rights. Currently, 38 States and the

istrict of Columbia have statues or executive orders providing the legal framework
for collective bargaining for some or all of the employees. Comprehensive statutes
coven'n§ all employees are currently in force in 23 States and the District of

a.

. Columb

The importance of States establishing full protection of the right of Public Em-
ployees to collective bargaining cannot be overemphasized. The opportunity to ad-
vance this step is here, now.

STATEMENT OF THE INTERNATIONAL AsSOCIATION oF Fire Fichters, AFL-CIO-CLC
The International Association of Fire Fighters is pleased to express our views

concerning the proposed five-year extension of the General Revenue ShariggoPro-
?'ram included in the President’s 1981 Budget. The IAFF represents over 175,000 fire
ighters working in Federal, State, and local capacities. Fire protection is a crucial
and basic service for all communities in this Nation. In this statement for the
record to the Senate Revenue Sharing Subcommittee, we wish to outline several
areas that trouble us regarding assertions that perhaps funds allocated to the States
- should no longer be provided. We would also wish to remind the Subcommittee of
several reasons why the general revenue sharing program continues to be a neces-
sary element in the federalist tradition of shared responsibility.
ince the Subcommittee hearings on March 6, economic circumstances have com-
wlled the Administration to propose alterations in the 198} Bud'get proposals.
hereas the President initially supported a five-year extension of the General
Revenue Sharing program at current levels of $6.85 billion, on March 14, President
Carter outlined five elements of a new “anti-inflation” program. It was later dis-
closed that one component of the program involves eliminating the States’ share of
ﬁneral revenues for a purported savings to the federal government of $1.7 billion.

is cut in funds, along with other provisions, is designed to balance the 1981
budget. This is to be done more to stem the inflationary * psi'chology" since it is yet
to be demonstrated that the single act of putting the federal budget in balance will
substantially dampen our rampant inflationary spiral. At the same time, further
harm will be perpetrated upon state and local governments already struggling to
provide basic services to their citizenry.

ngonents of the states’ continued receipt of general revenue sharing funds point
to the existence of state budget surpluses and an inability of the states to transfer
funds by ﬁass‘through to needy local programs as reasons for eliminating .the
practice. They do not question that many local governments are in need of general
revenue sharings funds. In testimony before this Subcommittee, the AFL-CIO cor-
rectly outlined the real reduction in general revenue sharing funds going to state
- local governments over the past five years. The AFL-CIO also outlined the
. sources of the more recent modest growth in federal outlays to state and local

fovemments; primarily the result of the economic stimulus measures enacted in

976 and 19717.

Since revenue sharing payments have been capﬁed at current levels for nearly
five years, state and local governments have really had to do more with less because
.- of steadily escalating inflation. Thus, concerning the charge that states have failed
s o commit adequate pass-through of funds to local governments, we must note that

- state governments have faced terrible choices in determining the amounts to be
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funneled to local govemmentegrograms as the cost for all state and local govern-
ment services has been pushed upward by inflation. The AFL-CIO also identified
-the growth of payments to states for “categorical” Yrograms. As a consequence, less
money has been available as a proportion of total federal aid for state and local
'govemment functions in traditional areas of fire protection and other services. The

urden on the state and local governments to provide services that are essentially
national concerns has increased to the detriment of their ability to provide tradi-
tional and necessary local services. -

Many states are prohibited by state constitution from accruing budget deficits. It
cannot be said that states sought to rid themselves of fiscal responsibility through
these measures and that these prohibitions against-budget deficits conveniently
allow state governments to rail against federal budget deficits. State government
officials have testified that, where surpluses exist, they are one-time occurrences.
Indeed, projections for state budget surpluses cannot be found when one looks at
fiscal year 1980 and beyond. Fire fighters in states such as California are already
dreading the moment when the full effects of measures such as Proposition 13 take
effect to further eradicate the providing of services such as fire protection. In an era
when tax burdens are prohibitive, the likelihood that ropertﬁ taxes can be hiked to
compensate for lost federal aid is dubious politically. If the states lose general
revenue funds, further cutbacks in services and increased recessionary pressures
will surely follow.

‘As citizens of this nation, fire fighters are only too well aware of the serious
economic problems we face. As public employees, we also realize the consequences
that the proposed cutback in general revenue funds will have in our cities and rural
areas. There will be fire fighter layoffs, with an attendant increase in fire deaths
and other casualties and greater loss of property. Costs of these tragedies will reach
. far above $1.7 billion.

We face a current situation that is oertainlgodifﬁcult We also have the opportuni-
ty to meet the challenges we face through bold and proper actions. Experts have
traced the wth of categorical grants through a period when we were to be
enhancing the federalist heritage of shared responsibility between federal and !
governments. Sup ly, an enlightened perspective would be reached regarding
what were properly federal responsibilities and what were properly local responsi-
bilities. Instead, categorical grants increased and the red-tape o standards and
reporting for states recipients of the categorical grants increased in costs and time

The Administration seems to recognize that federal responsibility has its limits.
What must be explored is the proper mix of programs administered through federal
or state authority. The record reflects that of all such programs, general revenue
’ sharing has gone farthest toward the ideal situation of allowing state and local
governments the fréedom to effectively allocate federal aid with a minimum of
abuse. The {grogram is not deserving of reduction but it needs support from an
enlightened federal authori?v.

If restrictions are sought for the general revenue sharing pro%ram. they should be
based on achieving improved standards for state operation of their basic service
functions. One way to aid this process is to provide the mechanism that would
retard the growth of labor disputes through using the spending power of the
Congress to require states to comply with wage and hour provisions of the Fair
Labor Standards Act in order to qualify for revenue sharing funds. By targeting
funds to those states in oomJalianoe with FLSA standards, more effective service
could be provided by state and local governments. Many labor disputes in the public
sector could be avoided if basic employee rights were standardize1 through the
m:lication of the FLSA and the National Labor Relations Act. We tlso agree with

AFL~CIO that changes in the allocation and enactment formula are desirous to
achieve targeting of funds to areas that are most in need of essential services.
Reduction or elimination of the 20 percent minimum payment floor and expansion
of the 145 of the statewide per capita allocation ceiling would allow more effective
identification of needy government units. -

Elimination of the states' share of general revenues will bring about a deegler
rectqssion, increased unemployment, and increased suffering for the citizens of this
nation.

As professional fire fighters, we have witnessed the tragic loss of life and property
that comes about when fire crews are understaffed and underequﬂ:ped. There can
be no tradeoff of human suffering against $2 billion to balance a budget for “symbol-
ism"”. We ur%e the Subcommittee to continue its work to steady the national ship of
state through treachorous fiscal waters. We urge the Subcommittee to adopt the
changes proposed by the AFL-CIO that will allow the promise of fedealism as
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1 embodied in the Constitution to be realized in an impro\.'e(i general revenue sharing

program,

On behalf of our membership, the International Association of Fire fighters
extends our appreciation to the Subcommittee for the opportunity to contribute to
- your deliberations on this most important program.

) TowN oF MONTCLAIR,
BoarD or CoMMISSIONERS—DEPARTMENT OF PuBLIC WORKS,
Montclair, N.J., February 15, 1980.

. Hon. BiLL BRADLEY,

U.S. Senator from New Jersey, Dirksen Senate Office Building, Washington, D.C.
= . DEAR SENATOR BRADLEY: As discussed with your Administrative Aide, Ms. Marcia

1 Aronoff, in your office on February 6, 1980, I respectfully request the privilege of

Fr&enting oral and written testimony to the Subcommittee on Revenue Sharing,

ntergovernmental Revenue Impact and Economic Problems of the Senate Commit-

tee on Finance, which you Chair, to urge amendment of the Genera! Revenue
Sharing renewal legislation to eliminate a serious inequity in entitlements which is
unjustly enriching most of the affluent, densely populated, suburban townships in

gl/%vlg{grseyégrincipally at the expense of many of New Jersey’s large cities (encl. A,

, p. 28).

Specifically, I would like to suggest that Sec. 108(DX3) of the Act be amended by

the addition of the italicized words as follows:

“(3) TownsHips.—The term “township” includes equivalent sub-divisions of gov-
“ernment having different designations (such as “towns"”) and shall be determined on

the basis of the same principles as are used by the Bureau of the Census for general

statistical purposes, except that, for the State of New cJersey, local governments
classified as type 3 (townships) by the Bureau of the Census, shall be reclassified as
type 2 (places), for the purposes of this Act only.’
.- T also respectfully request that you ask the Department of the Treasury to run a
. rcomputer “trial” of the effects of such an amendment using EP-11 Initial Data
* Elements, and understand that such an inquiry should be directed to the attention
of Mr. Robert Rafuse, Deputy Assistant Secretary for State and Local Finance. I
would appreciate receiving a copy of such a “trial’” run when available.

The existing definition of Township in Sec. 108(DX3) is irrelevant in the distribu-
tion of general revenue sharing funds in New Jersey because the term “township"” is
used interchangeably with the “place” terms of “city”, “town”, “village”, and
“borough', as a designation only, with no functional differences. Such use creates
distortions in revenue sharing because municipalities, similarly situated except for
the presence or absence of the township designation, receive entitlements from
se{zarate pots which are apportioned differently.

f you will kindly review the data elements and entitlements in the County of
Essex in New Jersey as shown on the Department of the Treasury computer
printouts for EP-10 and EP-11 which I left with Ms. Aronoff during my visit, you
will note that the townships of Cedar Grove, Livingston, Maplewood and Millburn
receive disproportionately large entitlements per cagita for their data elements
compared with the places in the County (encl. B, 6/20/79; C, 6/21/79).

. When the Village of South Orange changed its name to the “Township of South
“Orange Village” in 1977, the mere change of designation increased its general
revenue sharing entitlement from $73,791 in EP-9 to $336,587 in EP-10. Similarly
when the Borough of Fairfield reverted to the “Township of Fairfield” in 1978 by
referendum, its entitlement increased from $77,152 in EP-10 to $235,832 in EP-11
(encl. B & C) and would have been $346,972 except for a 145% constraint rule (encl.
D, 1/18/80). These windfalls were at the expense of other municipalities in Essex
County and elsewhere in the State, since the State total for each entitlement period
did not change. Something obviously is wrong and is in need of correction.

New Jersey's Faulkner Act permits municipalities with Faulkner Act govern-
ments to change their designations by referendum pursuant to petition, with no
concurrence by the State legislature required. Without enactment of the suggested
amendment to Sec. 108(DX3), I fear that there will be a proliferation of such
designation changes to “townships” because there is such a strong incentive. For
examjivvle. I have calculated that the City of Trenton, by changing its designation to
the “Township of Trenton City”, would receive a $545,000 increase in its general
revenue sharing (encl. E, 7/20/78).

This "“Township Inequity” has been recognized since 1972 and all efforts to correct
it to date have failed. There have been recurring suggestions of exhaustion of other
remedies. All such other remedies have now been exhausted, and amendment of the
Act which I have suggested is the last hope.
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2, \gn 1976, Congressman Joseph G. Minish offered an amendment {encl. F. August
, p. 3) to Sec. 108(DX3) when the Act was first renewed but it failed on June 10 of
that year despite the overwhelming suppott of the New Jersey Congressional Dele-
ition (encl. A, p. 22), because its possible impdct on other States had not been
dentified. It was subsequently learned that it would have applied to only 5 States,
ncluding New Jersey. My suggested amendment would apply to New Jersey alone,
nd there is a precedent for such special legislation in the provision for Sheriffs’ .
4 Offices In Louisiana which was enacted in the 1976 renewal. o
A federal administrative remedy was sought by e of New Jersey Senate Con- .
:current Resolution 3004 which 1 Eersonally dra (encl. A, pp. 23-25). SCR -
-8004 was unanimously by the New Jersey Senate on Ajml 28, 1977 and
nanimously passed by the New Jersey General Assembly on June 30, 1977. In
" addition, it was endorsed by Governor Brendan T. Byrne (encl. G, 7/21/77). This
- Concurrent Resolution urged the Bureau of the Census to classify all-New Jersey
funicipalities in a single classification, but the relief sought was denied because
~Census wished to retain the township designation for demographic reasons. My
_proposed amendment would permit Census to retain such demographic distinctions.

. In denying the administrative relief sought b‘xy SCR 3004, Mr. Kurt L. Schmoke,
Assistant Director, Domestic Policy Staff, the hite House suigested reclassifica-
tion of N.J. townhi})s h%r State legislation (encl. A. pp. 38, 39). ocordingly, Senate
No. 907 (encl. H, 2/21/18), which 1 personally dra was sponsored by Senator
Carmen A. Orechio and was passed by the New Jersey Senate on December 4, 1978.

According to a newspaper report (encl, J 12/27/18), Governor Byrne ‘“told a press
- conference he would sign the Senate bill”. However, the bill was bottled up in the
Assembly Financ» Committee. .

- An identical companion bill, A-1414, was s nsored by Assemblyman John A.
" Girgenti and cleared the Assembly Municipal Government Committee but was not
- ealled up by the Assembly Speaker. Both bills were thoroughly analyzed (encl. K &
~ L, July "18; M, 9/14/18), gased on Department of the Treasury “trial” printouts. In

“addition, all munici‘palities in the 27th Legislative District, except the sole township,

resolutions favoring enactment of S-907 (encl. N, 4/26/19; O, 3/19/79; P, 1/
-93/19; Q, 4/11/19; R, 4/9/79; S, 2/28/18; T, 3/1/19; U, 2/5/19). However, due to
" inaction by the General Assembly, the bills died at the end of the Legislative
~  Session last month.
=1 respectfully urge you to amend the General Revenue Sharins Act to end the
*" “Township Inequity” which has persisted for eight long years and has resulted in
gross misallocations of funds in New Jersey due to a quirk in the law. A favorable
response to my request to testify before your Subcommittee will be deeply appreci-

ated

' Sincerely yours,
RicHARD 1. BONSAL,

mmissioner. _

~ f‘]NOte: The following enclosures were made a part of the committee
~ files.

LIST OF ENCLOSURES
Enclosures Oate Rem
Ao Mar. 21, 1978 Testimony re: Senate No. 907.
B T Je 28, 1978 Essex Coonty General Revenue Shariag Allocation, EP-10 Final
C.. " Jue 21, 1978 Essex County General Reverve Sharing Allocation, EP-11 lniid

7a 18, 1980 . Memo from Office of Revenve Sharing re: Fairfield Township.
..... Ky 20, 1979..__.. Worksheet: Effect of Trenton Change to Township.

. August 1976 ... Testimony e H.. 13367

o iy 22,1977 ...... Latter of Governor Byroe Re: SCR-3004.

. Feb. 27, 1978 Senate No. 907 (second official copy feprint)

R I " Dec. 27, 1978 “Trentonian™ headiine re: Governor Byrne support of $-907.
iy 1978 Effect of $-907 by county.

e 0. Etfect of S-907 by legisiative district.

o SepU 14, 1978 NJ. Senate Committee Peport re: S-907.

e At 26,1979 _..... Effect of S-907 cn 27th Legislative Dislrict (aonotated).
.. Nar. 19, 1978....._. Resolution of Town of Bloomfield re: S-907.

T taa 23,1979 .. Resolution of Borough of Caidwed re: 5-907.

_ A 17, 1979 ... Resoivtion of Borough of Essex Fells re: $-907.

-9, 1979........ Resokition of Boroagh of Glen Ridge re: $-907.

feb. 28, 1979.._.. Resolition of Town of Montclair re: S-907.
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LIST OF ENCLOSURES—Continued

Enclosures Date fem

| S Mar. 2,1919.. Resolution of Town of Nutley re: S-90.
Ui b5, 1979 . Resolution of Borough of Yerona re: $-907.

*See also: Congressional Record, 84th Cong, 24 sess, vol. 122, No. 89, pp. H-5644—H-5646.




PROPOSED GENERAL REVENUE SHARING
EXTENSION

WEDNESDAY, MAY 21, 1980

U.S. SENATE, COMMITTEE ON FINANCE, SUBCOMMITTEE ON
REVENQE SHARING, INTERGOVERNMENTAL REVENUE
ImpACT; AND EcONOMIC PROBLEMS,

Washington, D.C.
The subcommittee met at 9:35 a.m., Fursuant to notice, in room
2221 of the Dirksen Senate Office Building, Senator Bill Bradley,
- chairman of the subcommittee, presiding. :
¢ = Present: Senators Bradley, Dole, Danforth, and Durenberger. -

{The press release announcing this hearing and the bills, S. 2414,
S. 2574, S. 2678, and S. 2681 follow:]

(269)
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P.R. #H-26
PRESS RELEASE
FOR IHHBDiATB RELEASE COMMITTEE ON FPINANCE
May 12, 1980 UNITED STATES SENATE

SUBCOMMITTEE ON REVENUE SHARING
N 2227 DIRKSEN SENATE OFFICE BLDG.

FPINANCE SUBCOMMITTEE ON REVENUE SHARING, INTERGOVERNMENTAL
REVENUE IMPACT, AND ECONOMIC PROBLEMS TO HOLD HEARINGS ON
S, 2574 AND RELATED BILLS

The Honorable Bill Bradley (D., N.J.), Chairman of the
Subcommittee on Revenue Sharing, announced today that the Subcommittee
- will hold a hearing on the extension of the State and Local Fiscal °
. Assistance Act of 1972 (general revenue sharing). The hearing will be
held on Wednesday, May 21, 1980, beginning at 9:30 A.M., in Room 2227,
pirksen Senate Office Bullding.

The Subcommittee will be reviewing S. 2574, introduced at the
request of the Administration. The bill provides for the extension of
general revenue sharing for 5 additional years. It also would eliminate
general revenue sharing payments to States and modify the intrastate
distribution of funds. The Subcommittee will also hear testimony on
.S, 2414, introduced by Senator Durenberger to extend general revenue
sharing for four years without modification, and S. 2681, introduced by
Senator Dole, and S. 2678 introduced by Senator Exon. The latter two
measures would extend general revenue sharing for 5 years and would give
State governnments the option of receiving general revenue sharing funds
or specific categorical grants but not both.

The Honorable G. William Miller, Secretary of the Treasury
will be the lead-off witness, Additional witnesses requesting to _
testify will also be scheduled.

In announcing the hearing, Chairman Bradley stated "The

?eneral revenue sharing program is an efficient and cost-effective
ntergovernmental program which helps State and local governments
provide essential services. It features decentralized decision-making
and flexibility, and serves as a balance and complement to the Federal
decision-making role in categorical programs.” Indicating that the
Subcommittee is concerned about the economic condition of State and local
governments, Bradley observed "elimination of the Revenue sharing funds
for states could significantly reduce State aid to local governments."”
According to the Senator, =the Subcommittee hopes to review in detail
the impact the various proposals would have on state and local finances
during this time of economic uncertainty.”

Requests to Testltg.--rhe Chairman advised that witnesses
desiring to testify during this hearing must submit thelr requests in
writing to Michael Stern, staff Director, Committee on Finance, 2227
pirksen Senate Office Building, wWashington, D. C. 20510, not later
than Monday, May 19, 1980. Witnesses will be notified as soon as
possible after this cutoff date as to when they are scheduled to appear.
If for some reason the witness is unable to appear, he may file a
written statement for the record of the hearing in 1ieu of a personal
appearance. B
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. Consolidated Téstinong.--Senator Bradley also stated that the
Committee Urges all witnesses who have a coowmon position or with the
" samg general interest to consolidate their testimony and designate a

single spokéesman to present their common viewpoint orally to the

- Committee., This procedure will enable the Committee to receive a wider
- expression of views than it might otherwise obtain. The Chairman urged
very strongly that all witnesses exert a maximum effort, taking into
account the limited advance notice, to consolidate and coordinate their
. statements.

Legislative Reorganization Act.--Senator Bradley stated that
the Leglslatzve Reorganization Act of 1946, as amended, requires all
witnesses appearing before the Committees of Congress "to file in

advance written statements of their proposed testimony, and to limit
their oral presentations to brief summaries of their argument.®

Witnesses scheduled to testify must comply with the following
rules: -

(1) A copy of the statement must be filed by noon the day
before the day the witness is scheduled to testify.

(2) All witnesses must include with their written statement
a sumsary of the principal points included in the state-
ment.

(3) The written statements must be typed on letter-size
E%BSE (not Iegal size) and at least 100 cgsies must
submitted by the close of business the day before

the witness is scheduled to testify.

(4) Witnesses are not to read their written statements
to the Subcommittee, but are to confine their oral
presentations to a summary of the points included in
the statement.

(5) No more than ten minutes will be allowed for oral pre-
sentation.

Written Statements,--Witnesses who are not scheduled to make
an oral presentation, and others who desire to present their views to
the Subcommittee, are urged to prepare a written statement for sub-
mission and inclusion in the printed record of the hearings. These
written statements should be typewritten, not more than 25 double-
spaced pages in length, and mailed with five (5) copies to Michael Stern,
Staff Director, Committee on Finance, Room 2227, Dirksen Senate Office
Building, Washington, D. C. 20510, not later than Thursday, June 26,1980.

P.R. #H-26
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967 CONGRESS
2D SESSION ° 24 1 4

To extend for 4 years the general revenue sharing program under the State and
Local Fiscal Assistance Act of 1972,

IN THE SENATE OF THE UNITED STATES

MazrcH 12 (legislative day, JANUARY 3), 1980

Mr. DUReENBERGER (for himself, Mr. GaeN, Mr. HatcH, and Mr. Percy)
introduced the following bill; which was read twice and referred to the
Committee on Finance

A BILL

To extend for 4 years the general revenue sharing program
under the State and Local Fiscal Assistance Act of 1972.

1 Be it enacted by the Senale and House of Representa-
2 tives of the United States of America in Congress assembled,
3 SECTION 1. EXTENSION OF PROGRAM.

4 Paragraph (3) of section 105(c) of the State and Local
5 Fiscal Assistance Act of 1972 (31 U.S.C. 1224(c)) is
6 amended—

1 (1) by striking “and” at the end of subpara-
8 graph (C),
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(2) by striking out the period at the end of sub-
paragraph (D) and inserting in lieu thereof a semicolon,
and '
(3) by adding at the end thereof the following new
subparagraphs: -
“(E) The entitlement period beginning Octo-
ber 1, 1980, and ending September 30, 1981;
“(F) The entitlement period beginning Octo-
ber 1, 1981, and ending September 30, 198_2;
“(G) The entitlement period beginning Octo-
ber 1, 1982, and ending September 30, 1983; and
“(H) The entitlement period beginning Octo-
ber 1, 1983, and ending September 30, 1984.”.
SEC. 2. CONFORMING AMENDMENTS.
() Subparagraph (C) of section 108(c)(1) of the State .
and Local Fiscal Assistance Act of 1972 (31 U.S.C.
1227(cX1)) is amended by striking out “September 30,
1980” and inserting in lieu thereof “’September 30, 1984".
(b) Paragraph (7) of section 141(b) of such Act (31
U.8.C. 1261(b)) is amended by striking out “and 1979" and
inserting in lieu thereof ‘1979, 1980, 1981, 1982, and
1983".
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96T CONGRESS
2p SESSION S. 2574

To authorize an extension and amendment of the revenue sharing program to
provide general purpose fiscal assistance to local governments, and for other

purposes.

IN THE SENATE OF THE UNITED STATES

ApRIL 16 (legislative day, JANUARY 3), 1980

Mr. Loxa (for himself and Mr. MoyN1HAN) (by request) introduced the following
bill; which was read twice and referred to the Committee on Finance

A BILL

To authorize an extension and amendment of the revenue shar-
ing program to provide general purpose fiscal assistance to
local governments, and for other purposes.

1 Be it enacted by the Senate and House of Represenla-
2 tives of the United States of America in Congress assembled,
3 That this Act may be cited as the “Local Government Fiscal
4 Assistance Amendments of 1980".

5 SEc. 2. The Congress finds that—

6 (1) the vitality of State and local governments is
1 essential to this Nation’s unique system of government
8

and to the welfare of the American people;
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(2) continuation of general purpose fiscal assist-
ance to local governments is fundamental to their ca-
pacity to p§ovide basic public serviccs;

(3) provision of general-purpose fiscal assistance
on a basis that offers reasonable assurance of predict-
able funding is essential to provide localities with the
critically important capability of planning ahead in
order that the funds can be used to-support those serv-
ices and facilities most important to their citizens;

(4) localities exercise the same care and prudence
in their use of general-purpose fiscal assistance as they
do in the use of funds drawn from their own revenue
sources;

(6) the formula for allocating general-purpose
fiscal assistance should be revised so that the distribu-
tion of funds makes greater and more consistent contri-
butions to reducing intrastate fiscal inequities;

(6) the civil rights. and public participation re-
quirements help ensure that decisions about the use of
local funds are made democratically and do not involve
discriminatory practices;

(7) the audit requirements ensure that funds are
spent in accordance with relevant Federal, State, and

local laws and contribute to a general upgrading of fi-
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3
nancial management practices employed by local gov-

ernments throughout the Nation;

(8) reduced funding for general fiscal assistance is
necessitated by the need to slow the rate of growth of
Federal expenditures, and it is appropriate that these
reductions be in payments to State governments be-
cause their capacity to adjust to the loss of the revenue
are superior to those of local governments; and

(9) the termination of revenue sharing payments
to the State governments will result in significant re-
ductions in State aid to many local governments, and
temporary, additional Federal assistance to localities
most likely to experience these losses is necessary to
assist them in adjusting to the lower levels of State
aid. '

SEc. 3. Section 101 of the State and Local Fiscal As-

sistance Act (31 U.S.C. 1222 et seq.) is amended as follows:

“SEC. 101. SHORT TITLE.

“This title may be cited as the ‘Local Govemment

Fiscal Assistance Act of 1980’ "',

SEC. 4. Section 102 of the State and Local Fiscal As-

sistance Act (31 U.S.C. 1222) is amended—

(a) by striking “‘STATE AND" from the title;
(b) by amending subsection (a) to read as fol-

lows—
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“(a) IN GENERAL.—Except as otherwise provided in
this title, the Secretary shall, for each entitlement period, pay
out of the Trust Fund to each unit of local government a
total amount equal to the entitlement of such unit determined
under section 108 for such period. Such payments shall be
made in installments, but not less often than once for each
quarter, and shall be paid not later than 5 days after the
close of each quarter. Such payments for any entitlement
period may be initially made on the basis of estimates. Proper
adjustment shall be made in the amount of any payment to &
unit of local government to the extent that the payments pre-
viously made to such government under this subtitle were in
excess of or less than the amounts required to be paid.”;
(c) by amending subsection (b) by striking “a
State government or”’; and
(d) by amending subsection (c) as follows—

(1) by striking ““State government and all”
and by striking “‘such” and inserting “a” in lieu
thereof;

(2) by designating the paragraph entitled
“RECOVERY OF CERTAIN OVERPAYMENTS' as
subsection (d) and by inserting at the end thereof
the following new sentence: “No adjustment shall
be made to increase or decrease a payment made
-for any entitlement period beginning prior to Oc-
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5
tober 1, 1980, on the basis of revisions to the

1970 census-based population and income esti-
mates for years prior to 1980 as a result of the
data from the 1980 census.”.

Sec. 5. Section 105 of the State and Local Fiscal As-

sistance Act (31 U.S.C. 1224) is amended as follows:

(a) by striking ‘APPROPRIATIONS; AUTHORIZA-
TION OF ENTITLEMENTS' and inserting “‘AUTHORIZA-
TION OF APPROPRIATIONS OF ENTITLEMENTS.” in

lieu thereof;

(b) by amending subsection (a) by /striking “State

and” from paragraph (1);

(¢) by striking the provisions of subsection (b), by
redesignating subsection (c) as (b) and by amending re-
designated subsection (b) to read as follows:

“(1) IN 0ENERAL.—For each of the entitlement
periods described in paragraph (3), there are authorized
to be appropriated to the Trust Fund, $4,666,666,667
for the purpose of making the entitlement payments
hereinafter provided in section 108(a)(1) for such

periods.
“(2) NONCONTIGUOUS STATES ADJUSTMENT

 AMOUNTS.—For.-eath of .the. entiflement periods de-

scribed in” paragraph (3), there is authorized to be
appropriated to the Trust Fund, $3,282,506 for the
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8
purpose of making the entitlemont payments herein-
after provided in section 106(c)(1) for such periods.
“(3) ENTITLEMENT PERIODS.—The following en-
titlement periods are described in this paragraph—
“(A) The entitlement period beginning Octo-
ber 1, 1980, and ending September 30, 1981;
“(B) The entitlement period beginning Octo-
ber 1, 1981, and ending September 80, 1982;
“(C) The entitlement period beginning Octo-
ber 1, 1982, and ending September 30, 1983;
“(D) The entitlement period beginning Octo-
ber 1, 1983, and ending September 30, 1984; and
“(E) The entitlement period beginning Octo-
ber 1, 1984, and ending September 30, 1985.
“(4) "AUTHORIZATION OF TRANSITIONAL
AMOUNT.—In addition to the amounts authorized in
paragraphs (1) and (2), there is authorized to be appro-
priated to the Trust Fund $500,000,000 for each of
the entitlement periods beginning October 1, 1980, and
October 1, 1981, for the purpose of making entitlement
payments as provided in section 108(d) for such peri-
ods.”; and
(d) by redesignating subsection (d) as (cz. and
striking “State governments and” from redesignated

subsection (¢).
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SEc. 6. Section 108 of the State and Local Fiscal As-

gistance Act (31 U.S.C. 1225) is amended &8 follows:

(a) by amending subsection (a) to read as follows:
“(a) IN GENERAL.—There shall be allocated an entitle-

ment to each State for allocation to units of local government

as provided in section 108—

“(1) for each entitlement period beginning on or
after October 1, 1980, out of amounts authorized
under section 105(bX1), for that ent—itlemenf period, an
amount that bears the same ratio to the amount au-
thorized under that section for that period as the
amount allocable to that State under subsection (b)
bears to the sum of the amounts allocable to all States
under subsection (b); and *

“(2) for each entitlement period beginning October

1, 1980, and October 1, 1981, out of amounts author-

jzed under section 105(bN4) for such periods, an
amount as determined under subsection (d)."”;

() by amending paragraph (bX1) to read as
follows:

“(1) IN GENERAL.—For purposes of subsection

:(8X1), the amount allocable- to a State under this sub-

section for any entitlement period -shall- be determinied

undér paragraph (2), except thst sich-amount shall be

determined under psragraph (3) if, in the case of an

[§
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8
entitlement period: beginning on or after October 1,
1980, the arhount allpcable to such State under para-
graph (3) is larger than the amount allocable to such -
State under paragraph (2).”;

(¢) by amending paragraph (cX1) to read as fol-
lows: '

“(1) IN oENERAL.—In addition to the amounts
allocated to the States under subsection (g), there shall
be allocated out of amounts authorized under section
105(b)(2) for each entitlement period beginning on or
after October 1, 1980, an additional amount to any
State in which civilian employees of the United States
Government receive an allowance under section 5941
of title 5, United States Code.”;

(d) by amending the second sentence of paragraph
(c)2) to read as follows: “If the total amount author-
ized under section 105(b}(2) for any entitlement period
beginning on or after October 1, 1980, is not sufficient
to pay in full the additional amounts allocable under
this subsection for that period, the Secretary shall
reduce proportionately the amounts so allocable.”’; and

(¢) by inserting after subsection (c) the following
new subsection:

‘“(d) DETERMINATION OF TRANSITIONAL AMOUNT,—
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9
“(1) In GENERAL.—In s,dd_ition to the amounts

otherwise allocable under this section, there shall be
allocated to each State and the District of Columbia
for allocation to units of local government, as provided
in section 108, an additional entitlement out of the
$500,000,000 authorized under section 105(b)(4) for
each entitlement period beginning on or after October
1, 1980, and October 1, 1981.

*(2) TRANSITIONAL ALLOCATION.—For purposes
of paragraph (1), the amount allocable to a State under
this paragraph is the amount which bears the same
ratio to $492,600,000 as—

“(A) the aggregate amount (excluding State
government aid for education) transferred by a
State government to units of local government in
such State, bears to—

‘“(B) the sum of the amounts (excluding
State government aid for education) transferred by
all State governments to units of local govern-
ment.

“(C) for purposes of this paragraph, the
amount allocable to the District of Columbia for
the applicablé entitlement periods shall be
$7,400,000.
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“(3) DeriNiTIONS.—For purposes of this para-
graph, the— _
“(A) aggregate amount transferred by a
State government to units of lqcal government in
such State shall be the State government inter-
governmental expenditures to units of local gov-
emment in the State, as determined by the
Bureau of the Cens;ns for general statistical pur-
poses; and .
“(B) State aid for education shall be the
State government intergovernmental expenditures
for education to units of local government in the
State, as determined by the Bureau of the Census.
for general statistical purposes.”.

Sec. 7. Section 107 of the State and Local Fiscal As-
sistance Act (31 U.S.C. 1226) entitled “ENTITLEMENTS OF
STATE GOVERNMENTS"' is repealed.

SEc. 8. Section 108 of the State and Local Fiscal As-
sistance Act,~ (31 U.S.C. 1227) is amended as follows:

(a) by amending subsections (a), (b), and (c) to
read as follows:

“(a) IN GENERAL.—The amount allocated for any enti-
tlement period to a State under section 106 shall be allocated
among the units of local government within such State in

accordance with this section.
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(1} ALLOCATION TO UNITS OF LOCAL GOVERN-
MENT.—Except as otherwise provided in this section,
the amount allocated to a State under section 106
shall be allocated among the units of local government
(other than Indian tribes and Alaskan native villages)
located in that State so that each unit of local govern-
ment will receive an amount which bears the same
ratio to the total amount to be allocated to all such
units as—

“(A) the population of that unit of local gov-
ernment, multiplied by the general tax effort
factor of that unit of local government, multiplied
by the relative income factor of that unit of local
government, bears to

“B) the sum of the products determined
under paragraph (A) for all such units.

‘“(2) INDIAN TRIBES AND ALASKAN NATIVE VIL-
LAGES.—If within a State there is an Indian tribe or
Alaskan native village which has a recognized govern-
ing body which performs substantial governmental
functions, then before applying paragraph (1) there.

_ghall be allocated to such tribe or village a portion of

the amount allocated to the State for the entitlement

period which equals the product resulting from multi-
plying—
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1 “(A) the population of that tribe or village

2 within that State, by

3 “(B) an amount equal to 110 percent of the

4 amount allocated to such State as determined

5 under section 106, divided by the population of

6 that State.

(| “(b) ENTITLEMENT.—

8 “(1) IN GENERAL.—Except as otherwise provided

9 in this subsection, the entitlement of any unit of local
10 government for any entitlement period shall* be the
11 amount allocated to such unit under this section.
12 “(2) MAXIMUM AND MINIMUM PER CAPITA ENTI-
13 TLEMENT.—Subject to the provisions of paragraphs (3)
14 and (4), the per capita amount allocated to any unit of
15 ’ local government within a State under this section for
16 any entitlement period shall not be less than 10 per-
17 cent nor more than 175 percent of the amount allo-
18 cated to the State under section 106, divided by the
19 population of that State. ‘
20 “(3) LimiTATION.—The amount allocated to any
21 unit of local government under this section for any en-
22 titlement period shall not exceed 25 percent of the sum
28 of—

62-376 0 ~ 80 -~ 19
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“(A) such government’s adjusted taxes (as
determined  without regard to subsection

109(d}(3)); and

““(B) the intergovernmental transfers of reve-
nue to such government (other than transfers to
such government under this subtitle).

“(4) ENTITLEMENT LESS THAN $200, OR GOV-
ERNING BODY WAIVES eNTITLEMENT.—If (but for this
paragraph) the entitlement of any unit of local govern-
ment—

“(A) would be less than $200 for any entitle-
ment period, or
“(B) is waived for any entitlement period by
the governing body of such unit,
then the amount of such entitlement for such period
shall (in lieu of being paid to such unit) be distributed
to other units of local government in the State in ac-
cordance with regulations prescribed by the Secretary.
“(c) ADJUSTMENT OF ENTITLEMENT.—
“(1) IN GENERAL.—In adjusting the allocation of

any unit of local government, the Secretary shall make

* any adjustment required under paragraph (b)(2) first,

any adjﬁstment required under paragraph (bX3) next,
any adjustment required under paragraph (b)(4) next,
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any adjustment ro;quired under subsection (e) next, and
any adjustment required under paragraph (3) last.

“(2) ADJUSTMENT FOR APPLICATION OF MAXI-
MUM OR MINIMUM PER CAPITA ENTITLEMENT AND
LIMITATION.—Except as otherwise provided in para-
graph (3), the Secretary shall adjust the allocations
made under this section to units of local government in
any State in order to bring those allocations into com-
pliance with the provisions of paragraphs (b)(2) and
(b)3).

“(3) EXCEPTION TO ADJUSTMENT APPLICA-
TION,—In any case in which (A) the amount allocated
to a unit of local government is reduced under subsec-
tion (b) by the Secretary, and (B) no other unit in the
State in which it is located may receive the amount on
account of the application of subsection (b), the amount
of that reduction shall be added to and increase the en-
tittement of all units of local government within the
State in proportion to their allocations, without regard
to the limitations in (b)}(2) and (b)(3).”;

() by striking “(1), (2), (3), (6), (BXC), and (6)(D)
of subsection (b), and except for purposes of subsection
(c),” from paragraph (8X1) end by inserting “(a)(1),.
(bX2), (B)(3), (b)(4)(A), and section 109(@)1)(C)” in liew

thereof;
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(c) by strikingt the provisions of paragraphs (4)
and (5) and redesignating paragraph (6) as (4); and
(d) by amending subsection (e} as follows:

(1) by inserting “and the parish of Orleans”
after the first reference to “East Baton Royge” in
paragraph (1);

(2) by striking “January 1, 1977" and in-
serting “October 1, 1880 in lieu thereof;

(3) by amending paragraph (2) to read as
follows:

' “(2) REDUCTION OF ENTITLEMENT OF LOCAL
GOVERNMENTS.—The entitlements of the units of local
governmerit of a county (parish) area for an entitlement
period shall be reduced proportionately by an amount
equal to the entitlement for the separate law enforce-

- ment officer for such county (parish) area for such enti-
tlement period.””; and

(4) by striking paragraphs (3) and (4).

SEc. 9. Section 109 of the State and Local Fiscal As-
sistance j&ct (31 U.S.C. 1228) is amended as follows:
(2) by inserting after paragraph (a)(7) the follow-
ing new paragraph:
‘(8) INDIAN TRIBE AND ALASKAN NATIVE VIL-
LAGE POPULATION.—For entitlement periods begin-

ning on or after October 1, 1980, the Bureau of the
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Census shall develop population estimates for Indian

tribes and Alaskan native villages, in accordance with
regulations prescribed by the Secretary for purposes of

this title, whenever such estimates are provided for

~other classifications of units of local government. Such

estimates shall be used by the Secretary to determine
allocations in accordance with section 108(a)(2).”;

(b) by striking the provisions of subsection (d);

(c) by inserting after paragraph (e)(1)(B) the fol-
lowing new paragraph:

“(C) For a unit of local government with a
per capita income in excess of 115 percent of the
State per capita income, the general tax effort
shall be reduced by a percentage equal to the per-
centage point difference between its per capita
income and- 115 percent of the State’s per capita
income. The per capita income of a State or unit
of local government shall be as determined by the
Bureau of the Census for general statistical pur-
poses.”’;

(d) by redesignating paragraph (e}2)(B) as
(e}2)(D) and by inserting after paragraph (e}2)(A) the
following new paragraphs:

“(B) PROCEDURE FOR DETERMINING EDU-

CATION TAXES.—To determine the amount of
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compulsory contributions allocalle to expens—es for
education in cases where—
“G) the tax revenues from a general
levy are deposited in a fund containing
nontax amounts; and
“(ii) appropriations or expenditures are
made from such fund for education and at
least one other purpose—
The Bureau of the Census shall multiply the ratio
of available taxes to total available amounts by
education expenditures (excluding dedicated
amounts) for such fund.

“(C) DeriniTIONS.—For purposes of para-
graph (B) the term—

_ (i) available taxes means local tax rev-
enues not restricted to any particular ex-
penditure category as determined by the
Bureau of the Census;

“(ii) total available amounts means the
sum of unrestricted revenues, cash and in-
vestment assets expended during the year as
determined by the Bureau of the Census; and

“(iii) dedicated amounts (as defined by

T_me_ﬁeuemw and determined for each unit

by the Bureau of the Census) means moneys



w&vaNNHHHI—IHHHHHF—
O!;PwIPHOQDmﬂmU!:AOOmo-O

®© 0 A ® R W M

291

18
that must be spent on ene or more specified

expenditure categories.”;

(e) by inserting after redesignated paragraph (e)(2)
the following new paragraphs:

“(3) ADJUSTED TAXES REDUCED.—Except as
otherwise provided, the adjusted taxes kas determined
in accordance with paragraph (2)) of a unit of local
government with per capita adjusted taxes (as deter-
mined in accordance with paragraph (2)) in excess of
$250, an;d in excess of 250 percent of the average per’
capita adjusted taxes of similarly classified units within
the State in which it is located (as determined by the
Bureau of the Census for general statistical purposes)
shall be reduced by the product resulting from: multi-
plying the population of such unit by the amount its
per capita adjusted taxes exceed an amount equal to
250 percent of the average per capita adjusted taxes
for similarly classified units: Provided, however, That
the per capita adjusted taxes of a unit shall not be re-
duced to an amount less than $250 or the State aver-

‘age per capita adjusted- taxes for similarly classified

units (whichever is higher). ..

“(4) ExcePTiON.—The provisions of paragraph

(3) shall not apply to a unit of local government that is

the only unit (other than an Indian tribe or Alaskan
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native village) within the county area in which it is lo-
cated. A unit shall be treated as located in a county
area if all or part of its geographic area is located in

such area.

“(5) DeFINITIONS.—For purposes of paragraphs

(3) and (4) the term—

“(A) ‘average per capita adjusted taxes’
means the sum of the adjusted taxes (as deter-

" mined in accordance with paragraph (2)) for simi-

larly classified units of local government (as deter-
mined by the Bureau of the Census for general
statistical purposes), divided by the sum of the
population of such similarly classified units; and
“(B) per capita income shall be determined
on the basis of income as defined in paragraph
(8)3).”; '
(f) by amending subsection (f) as follows:
(1) redesignating paragraph (3) & (2); and
(2) by striki:;g “county area” from redesig-
nated paragraph (2) and inserting “State’” in lieu
thereof; and ‘ ;

(g) by redesignating subsections (e), (), and (g) a8

(), (e), and (D, respectively.
SE0. 10. Section 121 of the State and Local Fiscal As-

95 sistance Act (31 U.S.C. 1241) is amended:
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(a) by striking “REPORT ON USE OF FUNDS:”
from the title; and,

(b) by striking the provisions of subsection (a) and
(d); and

{c) by redesignating_subsections (b), (c), (e), (),
and (g), as (a), (b), (c), (d), and (e), respectively.
SEc. 11. Section 123 of the State and Local Fiscal As-

sistance Act (31 U.S.C. 1243) is amended:

- (a) by amending subsection (a) as follows:
(1) by striking “State gov.emment or” and
“and with respect to a unit of local government’;
(2) by striking “and” from the end of para-
graph (7); -
(3) by amending paragraph (8) to read as fol-
lows—
“(8) it will comply with the provisions of section
121; and” ; and
(4) by inserting after paragraph (8) the fol-
lowing new paragraph: -
“(9) it will comply with the provisions of subsec-
tion (¢).”;
- (b) by amending subsection (c) as follows:
(1) by inserting at the end of paragraph (1)
the following new sentence: ‘;‘For any entitlement

period beginning on or after October 1, 1980,
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such audit shall be conducted not less often than
once every two years, and shall include the finan-
cial statements for each such fiscal year. Such
audits shall be submitted to the Secretary for- ap-
proval at such tifn& as required by regulations
prescribed by the Secretary.”’;

@ by striking the first reference to “State
or”’ from paragraph (2):

(3) by-_striking “‘every 3 years” from para-
graph (2) and inserting “every 2 fiscal years (pro-
vided the financial statements for each fiscal year
are included in the audit)” in lieu thereof;

(4) by striking “3” from paragraph (3) and
inserting “2” in lieu thereof and inserting in that
paragraph “for each fiscal year” after ‘“‘govern-
ment”’; and

{5) by amending paragraph (5) to read as
follows: “

“(5) WAIVER.—The Secretary may waive the re-

quirements of paragraph (1) or paragraph (2), in whole
or in part, with respect to any State government or
unit of local government for any fiscal year as to which ~
(in accordance with the regulations prescribed by the

Secretary) there is & finding that—



o B B -~ T - T N T Y

o S S S S
:omdcbo‘oho:w;—o

20
21
22
23
24

-

295

22
“(A) the financial accounts of such govern-
ment for such period are not auditable, and that
such government demonstrates substantial prog-
ress toward making such financial accounts au-
ditable, or- _

- “(B) such government is audited by a State
audit agency which does not follow generally ac-
cepted auditing standards or which is not inde-
pendent (in accordance with regulations prescribed
by the Secretary): Provided, however, That such
State audit agency demonstrates progress toward
meeting generally accepted auditing standards or

becoming independent.”,

SEc. 12. Section 141 of the State and Local Fiscal As-
sistance Act (31 U.S.C. 1261) shall be amended as follows:

(a) by inserting at the end of subsection (b) the

following new paragraph—

“(8) The one-year periods beginning October 1 of

1980, 1981, 1982, 1983, and 1984.”; and

() by amending paragraph (c)(1)(B) to read as

follows;

“(B) as a county area and as the sole unit of

local government in such area.”.

Seo. 13. Section 143(a) of the State and Local Fiscal

25 Assistance Act (31 U.S.0. 1263(a)) is amended by striking
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“State which receives a notice of reduction in entitlement
under section 107(b), and any”.

Ske. 14. The State and Local Fiscal Assistance Act (31
U.8.C. 1221 et seq.) is amended by repealing section 145,
entitled “Study of Revenue Sharing and Federalism”.

Sec. 15. Ehe State and Local Fiscal Assistance Act (31 |
U.S.C. 1221 et seq.) is amended by inserting after section
145 the following new section:

“SEC. 146, FISCAL IMPACT REPORT.

“The reports required under section 105(a)(2) to be sub-
mitted to the Congress for March 1, 1982, and for March 1,
1984, shall include an assessment of the fiscal impact on
State and local governments of the entitlement payments
made under this title. The assessments shall include esti-
mates of the extent to which the payments have: (1) resulted
in lower State and local taxes than would otherwise have
prevailed; (2) increased State and local expenditures, and the
functional allocation of those increases; and (8) caused higher
State and local fund balances. The assessment ghall a;lso esti-
mate how these fiscal impacts vary by region of the country,
by the underlying condition of State and local economies, by
the size and type of jurisdiction, and by the general nature of
State-local fiscal relationships including, but not limited to,
the nature and magnitude of State aid provided to local gov-

ernments; and in general, how the fiscal impacts differ from
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the impacts of the resources available to local governments

from their own sources.”.

SEc. 16. The State and Local Fiscal Assistance Act (31
U.S.C. 1221 et seq.) is amended by inserting after new sec-
tion 146 the following new section:

“SEC. 147. EFFECTIVE DATE.

“Except as otherwise provided, the ‘Local Government
Fiscal Assistance Amendments of 1980° shall apply to the
administration of the provisions of this title on or after Octo-

ber 1, 1980.". -
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96TH CONGRESS
2D -SESSION 2678

To extend for five years the operation of the State and Local Fiscal Assistance
Act of 1972, and to provide that each State will receive the State govern-
ment allocation only if it elects an equivalent reduction in the amount it
would otherwise receive in specific categorical grant programs.

IN THE SENATE OF THE UNITED STATES

- MAayY 8 (legislative day, JANUARY 3), 1980

Mr, ExoN introduced the following bill; which was read twice and referred to the
Committes on Finance

A BILL-

To extend for five years the operation of the State and Local
Fiscal Assistance Act of 1972, and to provide that each
State will receive the State government allocation only if it
elects an equivalent reduction in the amount it would other-
wise receive in specific categorical grant programs.

1 Be it enacted by the Senate and House of Represeﬁtw
2 tives of the Uniled Stales of America in Congress assembled,
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SECTION 1. EXTENSION OF PROGRAM; ESTABLISHMENT OF

. SEPARATE ACCOUNTS.

(8) IN GENERAL.—Subsection (c) of section 105 of the
State and Local Fiscal Assistance Act of 1972 (31 U.S.C.
1224) is amended—

(1) by striking out ‘‘and” at the end of subpara-
graph (C) of paragraph (3),

(2) by striking out the period at the end of sub-
paragraph (D) of paragraph (3) and inserting in lieu
thereof *; and”, and

(3) by adding at the end of paragraph (3) the fol-
lowing new subparagraphs:

“(E) The entitlement period beginning Octo-

ber 1, 1980, and ending September 30, 1981;

“(F) The entitlement period beginning Octo-

ber 1, 1981, and ending September 30, 1982;

“(Q) The entitlement period beginning Octo-
ber 1, 1982, and ending September 30, 1983;

“(H) The entitlement period beginning Octo-
ber 1, 1983, and ending September 30, 1984; and

“(I) The entitlement period beginning Octo-

ber 1, 1984.”,

(b) ESTABLISHMENT OF SEPARATE ACCOUNTS FOR

STATE GOVERNMENTS AND LOOAL GOVERNMENTS. —
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1 1) In GENERAL.—Subsection (a) of such section
2 (31 U.S.C. 1224(s)) is amended by adding at the end
3 ther;of the following new paragraph:

4 “(3) ESTABLISHMENT OF SEPABRATE AC-
b COUNTS.—

6 “(A) IN GENERAL.—For entitlement periods
1 beginning after September 30, 1980, the Secre-
8 tary shall establish within the Trust Fund a State
9 government account and a local government ac-
10 count.
11 “(B) STATE GOVERNMENT ACCOUNT.—The
12 State government account shall be credited only
13 with amounts transferred to that account under
14 section 107A(d). Amounts in the account may be
15 used only for the payments to State governments
18 provided by this subtitle.
17 (0) LOCAL GOVEENMENT ACCOUNT.—The
18 local government account shall be credited only
19 with amounts appropriated to the Trust Fund for
20 entitlement periods beginning after September 30,
21 1980. Amounts in the account may be used only
22 for the payments to local governments provided
23 by this subtitle.”. '
24 (2) REDUCTION IN AUTHORIZATION OF APPRO-

- 25 PRIATIONS.—Subsection (b) of such section (31 U.8.C.
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1 1224(b)) is amended by adding at the end thereof ths
2 following new paragraph:

. 8 “(6) REDUCTION OF AUTHORIZATION FOR
4 FISOAL YEARS 1981 THROUGH 1985.—For the pur-
5  pose of applying this subsection in the case of an enti-
6 tlement period described in subparagraph (E), (F), (G),
1 (H), or (D) of paragraph (8), the amounts authorized -
8 under paragraphs (1) and- (2) shall be reduced by one-
9 third.”.

10 (c) CONFORMING AMENDMENTS, —

11 (1) Subparagraph (C) of section 108(c)(1) of such
12 Act is amended by striking out “September 30, 1980”
13 and inserting in lieu thereof “September 30, 1985",

14 (2) Paragraph (7) of section 141(b) of such Act is
15 amended by striking out “and 1979” and inserting in
16 lieu thereof “1979, 1980, 1981, 1982, 1983, and
17 1984”7,

18 SEC. 2. STATE GOYERNMENT MAY ELECT ENTITLEMENT IN
19 LIEU OF CATEGORICAL GRANT FUNDING.

20 Subtitle A of title I of thé State and Local Fiscal Assist-
21 ance Act of 1972 (31 U.S.C. 1221-1228) is amended by
22 inserting immediately after section 107 the following new

23 section:

62-376 0 - 80 - 20
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“SEC. 107A. STATE GOVERNMENT MAY ELECT ENTITLEMENT
IN LIEU OF CATEGORICAL GRANT FUNDING.

“(a) GENERAL RULE.—Notwithstar;ding the provisions
of section 107, the amount a State government shall be enti-
tled to receive under this subtitle for any entitlement period
beginning_ after September 30, 1980, shall not exceed the
amount of the categorical grant funding reduction elected by
that State for that entitlement period. ‘

“(b) CATEGORICAL GrANT FuNDING REDUCTION
Erecrion.—For purposes of this section, the amount of the
categorical grant funding réduction elected by a State for any
entitlement period is ;he sum of that State’s allotments under
categorical grant programs for the fiscal year which coincides
with the entitlement period—

“(1) which have been desiénated by the chief ex-
ecutive officer of that State as categorical grant pro-
grams under which the State’s allotment is to be trans-
ferred to the State government account established
under section 105(a)(3), and

“(2) under which the amount allotted to the State
for the fiscal year is transferred to that account.

“(c) DeFINITIONS; SPECIAL RULES.—For purposes of
this section—

*(1) CATEGORICAL GRANT PROGRAM.—The term
‘categorical gra-.nt program’ means any program for

which the budget authority is included in Appendix H
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" of the Special Analyses, Budget of the United States

Government, 1981 (or in the corresponding part of the
Special Analyses, Budget of the United States, for any
subsequent fiscal year) other than—

“(A) any such program designated by the
President for the fiscal year as a program of
grants for payments to individuals, or

“(B) any such program under which each
State’s allotment is not determined by reference
to the allotment of other States and which is not
intended to operate in all States (as determined
by the Secretary after consultation with the head
of the Vadministering department or agency
charged with thé administration of the program).
“(2) ALLOTMENT.—The term ‘allotment’ means

any allotment, apportionment, or other division of fund-
ing under & categorical grant program, determined
before any reallotment, reapportionment, or redivision
of funding.

“(3) DESIGNATION BY CHIEF EXECUTIVE OFFI-
cER.—In order for the allotment of a State under a
categorical grant program to be transferred to the
State government account, the designation shall be—

~ “(A) irrevocable,
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“(B) made in writing, in such form and

manner as the Secretary 'may prescribe, by the
chief executive officer of that State, and

“(C) received by the Secretary, and by the
head of the department or agency charged with
administration of the program—

“(i) before September 1, 1980, for the
entitlement period beginning on October 1,
1980, and

“(ii) before February 1 of each year
thereafter for any entitlement period begin-
ning in such yeaf.

“(d) TRANSFER OF ALLOTMENTS TO STATE GOVERN-
MENT ACCOUNT.— Whenever the chief executive officer of a
State designates a categorical grant program under subsec-
tion (c)(3), the Secretary shall transfer the amount of that
State’s allotment for the fiscal year under that program from
the appropriation for that program for the fiscal &ear to the
State government account established under section
105(a)(3). The amounts required to be transferred to the
Trust Fund under this subsection shall be tran'sferred at least
quarterly from the account to which the appropriation is
credited to the State government account on the basis of esti-
mate; made by the Secretary. Proper adjustment shall be
made in the amounts subsequently transferred to the extent
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prior estimates were in excess of or less than the amounts
required to be transferred. .

“(e} APPLICATION WiTH CERTAIN REALLOTMENT
Provisions.—Notwithstanding any other provision of law
to the contrary now or hereafter enacted (except to the
extent that such provision explicitly overrides this subsec-
tion), if the chief executive officer of a State designates a _
categorical grant program under this section as a program
from which that State’s allotment for the fiscal year is to be
transferred to the State govemme;lt account established
under section 105(2)(3), then such transfer shall be treated,
for purposes of any provisions of law providing for the re-
allotment of amounts not paid under the program to a State
government, as if it constituted a payment to that State

under the program.”.



96TH CONGRESS
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To amend the State and Local Fiscal Assistance Act of 1972 to provide a five-
year extension of the genera! revenue sharing program and to provide that
each State make an annusl election to receive its State government alloca-
tion or the equivalent amount in specific categorical grant programs, but not
both.

IN THE SENATE OF THE UNITED STATES

May 8 (legislative day, JANUARY 3), 1980
Mr. Dore (for himself, Mr. BAKEBR, Mr. Percy, Mr. McCLURE, Mr. DoMENICI,
Mr. ARMSTRONG, and Mr. DANFORTH) introduced the following bill; which
was read twice and referred to the Committee on Finance

A BILL :

To amend the State and Local Fiscal Assistance Act of 1972 to
provide a five-year extension of the general revenue sharing
progf'am and to provide that each State make ap annual
election to receive its State government allocation or the
equivalent amount in specific categorical grant programs,
but not both. '

1 Be it enacted by the Senale and House of Representa-

9 tives of the United States of America in Congress assembled,
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1 SECTION 1. EXTENSION OF PROGRAM; ESTABLISHMENT OF

2
3

SEPARATE ACCOUNTS.

(a) IN GENERAL.—Subsection (c) of section 105 of the

4 State and Local Fiscal Assistance Act of 1975 (81 U.S.C.
5 1224)is amended—

23

(1) by striking out “and’ at the end of subpara-
graph (C) of paragraph (3),
2) i)y striking out the period at the end of sub-

paragraph (D) of paragraph (3) and inserting in lieu

thereof “; and”, and

(3) by adding at the end of paragraph (3) the fol-

- lowing new subparagraphs:

“(E) The entitlement period beginning Octo-
ber 1, 1980, and ending September 30, 1981;

“(F) The entitlement period beginning Octo-
ber 1, 1981, and ending September 30, 1982;

(@) The entitlement period beginning Octo-
ber 1, 1982, and ending September 30, 1983;

‘“(H) The entitlement period beginning Octo- -
ber 1, 1983 and ending September 30, 1984; and

“(I) The entitlement period‘beginning Octo-

- berl, 1984._". o

(b) ESTABLISHMENT OF SEPARATE ACCOUNTS FOR

24 STATE GOVERNMENTS AND LOCAL GGOVERNMENTS.—
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(1) IN oENERAL.—Subsection (a) of such section
(31 U.S.C. 1224(a)) is amended by adding at the end
- thereof the following new paragraph:
‘3) ESTABLISHMENT OF SEPARATE AC-
COUNTS.— '

_ “(A) In gENERAL.—For entitlement periods
beginning after September 30, 1980, the Secre-
tary shall establish within the Trust Fund a State
government account and a local government ac-
count.

“(B) STATE GOVERNMENT ACCOUNT.—

“G) AMOUNTS CREDITED TO AC-
counT.—The State government account
shall be credited only with amounts trans-
fe'rred to that account under section 107A(d).

“(ii) AMOUNTS TO BE PAID TO
STATES.—Amounts in the account may be
used only for the payments to State govern-

. ments provided By this subtitle.
- “Gi)  MAXIMUM AMOUNT.—The
amount credited to the State government for
any entitlement period with respéct to a
State shall not exceed one-half of the sum of

the amounts credited to the local government
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account for that period with respect to all

local governments located in that State.

“(C) LOCAL GOVERNMENT ACCOUNT.—The
local government account shall be credited only
with amounts appropriated to the Trust Fund for
entitlement periods beginning after September 30,
1980. Amounts in the account may be used only
for the payments to local governments provided
by this subtitle.”.

(2) REDUCGTION IN AUTHORIZATION OF APPRO-
PRIATIONS.—Subsection (c) of such section (31 U.S.C.
1224(c)) is amended by adding at the end thereof the
following new paragraph:

“(5) REDUCTION OF AUTHORIZATION FOR
FISCAL YEARS 1981 THROUGH 1985.—For the pur-
pose of applying this subsection in the case of an enti-
tlement period described in subparagraph (E), (F), (G),
(H), or (I} of paragraph ‘(3), the amounts authorized
under paragraphs (1) and (2) shall be reduced by one-
third,”. -

(c) CONFORMING AMENDMENTS.—

(1) Subparagraph (C) of section 108(c)(1) of such

Act is amended by striking out “‘September 30, 1980

and inserting in lieu thereof “September 30, 1985,
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(2) Paragraph (7) of section 141(b) of such Act is
amended by striking out “and 1979 and inserting in
lieu thereof ‘1979, 1980, 1981,. 1982, 1983, and_

1984".

SEC. 2. STATE GOVERNMENT MAY ELECT ENTITLEMENT IN
LIEU OF CATEGORICAL GRANT FUNDING.

Subtitle A of title I of the State and Local Fiscal Assist-
ance Act of 1972 .(31 U.S.C. 1221-1228) is amended by
inserting immediately after section 107 the following new
section: ‘

“SEC. 107A. STATE GOVERNMENT MAY ELE(}I‘ ENTITLEMENT
IN LIEU OF CATEGORICAL GRANT FUNDING.

“(a) GENERAL RULE.—Notwithstanding the provisions
of section 107, the amount a State government shall be enti-
tled to receive under this subtitle for any entitlement period
beginning after September 30, 1980, shall not exceed the
amount of the categorical grant funding reduction elected by
that State for that entitlement period.
©  “() CatecoricaL Grant Funpine REepucTION
ELEcTION.—For purposes of this section, the amount of the
categorical grant funding reduction elected by a State for any
entitlement period is the sum of that Stat.e's allotments under
categorical grant proérams for the fiscal year which coincides

with the entitlement period—
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6
“(1) which have been designated by the chief ex-
“ecutive officer of that State, after consultation with the
State legislature, as categorical grant programs under
which the State’s allotment is to be transferred to the
State government account established under section
105(a)(3), and
“(2) under which the amount allotted to the State
for the fiscal year is tfansferred to that account.

“(c) DeFINITIONS; SPECIAL RuLgs.—For purposes of

10 this section—

11
12
13
14
15
16
17
18
19
20
21

- 22

23
24
25

“(1) CATEGORICAL GRANT PROGRAM.—The term
‘categorical grant program’ means any eligible program
for which the budget authority is included in Appendix
H of the Special Analyses,” Budget of the United
States Government, 1981 (or in the corresponding part
of the Special Analyses, Budgei of the United Staﬁes,
for any subsequent fiscal year) other than—

“(A) any such program designated by the
President for the fiscgl year as a program of
grants for payments to individuals, or

“(B) any such program wl;ich contains dis-
cretionary grant authority (as determined by the
Secretary after coglsultation with the head of the
administering department or agency charged with
the administration of the program).
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7
“9) ErLiciBLE PROGRAM.—The term ‘eligible

program’ means any program related to any of the fol-

lowing functions:

“(A) Agriculture.

“(B) Energy. )

*(C) Natural resources and environment. -

“(D) Transportation, other than the Highway
Trust Fund.

“(E) Community and regional development.

“(F). Education, training, and social services
other than Unemployment Trust Fund: Social
Service.

*(Q) Health, other than medicaid.

“(H) Administration of justice. -

“(I) General government: intergovernmental
personnel assistance only.

“(3) ALLOTMENT.—The term ‘allotment’ means
any allotment, apportionment, or other division of fund-
ing under -a categorical grant program for State gov-
ernments for a fiscal year, determined before any real-
lotment, reapportionment, or redivision of funding.

‘“(4) DESIGNATION BY CHIEF EXECUTIVE OFFI- .
cER.—In order for the allotment of a State under a
categorical grant program to be transferred to the

State government account, the designation shall be—

3
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- *(A) irrevocable,

“(B) made in writing, in such form and
manner as the Secretary may prescribe, by the
chief executive officer of tilat State, and

“(C) received by the Secretary, and by the
head of the department or agency charged with
administration of the program—

“(i) before September 1, 1980, for the
_entitlement period beginning on October 1,

1980, and
“(ii) before May 15 of each year there-
after for any entitlement period beginning in

such year.
For entitlement periods beginning after September 30,
1981, the chief executive officer of a State shall submit
a tentative designation under paragraph (3) before Feb-
ruary 1 of the year in which the entitlement period
begins. If the amount of any allotment designated by
the chief executive officer of a State for an entitlement
period is different from the amount of the allotment
contemplated at the time of the designation because of
differences in amounts later appropriated or otherwise,
appropriate adjustments in designations shall be made,

in accordance with procedures prescribed by the Secre-
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tary, before September 15 of the year in which the en-
titlement period begins.

“(5) MULTISTATE PROJECTS.— Whenever the
Secretary determines that a single project under a cat-
egorical grant program is being carried out in more
than one State, then—

“(A) in order for a designation of that pro-
gram to be given effec.t, it must be made by the

© W -1 B G B W N e

chief executive officers of a majority of the States

in which the project is being carried out, and

b
- O

“(B) the designation shall be treated as

[
N

having been made by the chief executive officer of

-
w

each such State if it is made by the chief execu-

.
N

tive officers of a majority of the States in which

-
[

the project is being carried out.

it
[=2]

For purposes of the preceding sentence, closely related

[y
a3

and coordinated projects which are being carried out in

more than one State shall be treated as a single proj-

—
o

ect.

“(d) TRANSFER OF ALLOTMENTS TO STATE (ROVERN-

1)
(=]

MENT ACCOUNT.-—Whenever the chief executive officer of &

(-]
ot

State designates a categorical grant program under subsec-

NN
(ST

tion (c)}4), the-Secretary shall transfer the amount of that

3]
e

State’s allotment for the fiscal year under that program from

[
ot

the appropriation for that program for the fiscal year to the
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State government account established under sectioh
105(a)(3). The amounts required to be transferred to the
Trust Fund under this subsection shall be transferred at least
quarterly from the account to which the appropriation is
credited to the State government account on the basis of esti-
mates made by the Secretary. Proper adjustment shall be
made in the amounts subsequently transferred to the extent
prior estimates were in excess of or less than the amounts
required to be transferred.

‘“{e) APPLICATION WiTH CERTAIN REALLOTMENT
ProvisioNs.—Notwithstanding any other provision of law
to the contrary now or hereafter enacted (except to the
extent that such provision explicitly overrides this subsec-
tion), if the chief executive officer of a State designates a
categorical grant program under this section as a program
from which that State’s allotment for the fiscal year is to be
transferred to the State government account established
under section 105(a)(3), then such transfer shall be treated,
for purposes of any provisions of law providing for the real-
lotment of amounts not paid under the program to a State
government, as if it constituted a payment to that State

under the program.”’.
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Senator BRADLEY. The committee will come to order.
This is the second hearing of the Subcommittee on Revenue
“Sharing, Intergovernmental Revenue Impact, and Other Economic

- Problems, the second hearing on the reauthorization of the 1972

Revenue Sharing Act.

Today we have a long list of witnesses who will bring the com--

mittee their views of this important program and its role in the
fiscal picture of the country and of the States and localities of
America. .
A number of things have occurred since the last hearing—things
" that relate to the budget, to State revenue sharing, to targeted
fiscal assistance, to a wide variety of issues that affect the whole
fiscal picture and intergovernmental relationships.

This morning I am pleased to have before the subcommittee a
- colleague, Senator James Exon from Nebraska, who will offer us
‘his views on general revenue sharing. Senator Exon, welcome to
the committee. As a former Governor and as someone who has
- thought about these problems a great deal, I am sure you can bring

- an expertise and wisdom to it. We welcome you to the committee.

STATEMENT OF HON. J. JAMES EXON, A U.S. SENATOR FROM
THE STATE OF NEBRASKA

Senator ExoN. Mr. Chairman, thank you very much. I am

pleased to be here this morning to give lg;'ou some views and to

o sslépport S. 2678, which is a bill that I have introduced in the
nate.

I am pleased to testify on the subject of general revenue sharing
" and specifically, Mr. Chairman, about S. 2678. But I am not pleased

" 4o be the bearer of some rather bad tidings this morning with
regard to the future of general revenue sharing.

I am a member of the Senate House conference committee on the
~ first concurrent budget resolution. As a Senate conferee and as a
supporter of the Kassebaum-Bradley amendment- in the Senate,
and as a spokesman on behalf of continuing State revenue sharing
in the budget conference, I regret that I must report to you the fact
that there is virtually no chance that State revenue sharing will be
funded in the conference report on the first concurrent budget
resolution. . ’

The bottom line for 1981 is a balanced budget, of course. The
conferees have been simply unable to fit all of the priority spend-
ing requests within the available revenue, even though there has
been substantial su})port in the House and an impressive vote in
the Senate on behalf of continuing State revenue sharing.

The conference committee will recommend, however, a continu-
ation of local revenue sharing basically at its current levels.

If the current Budget Committee conference kills the State reve-
nue sharing plan as it has tentatively decided to do, it is ironic, but
perhaps fitting, since the Budget Committees of the Congress were
established to control priorities in spending.

( emphasize the word “tentatively,” Mr. Chairman, because we
are having great, great difficulty over there. In fact, last evening it
even got so tough it was indicated that the Conference might break
up and report back to the respective houses that we cannot agree.
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-We are going at it again this morning and attempt to hammer out
some kind of a compromise.) : - RS
.. The reason spending got out of control in Congress was the fact
that Federal categorical grant-in-aid programs were not phased
-~ out—and I emphasize were.not phased out—when Federal revenue
sharing was inaugurated. It was never the intent, I submit, for
Congress to fund both revenue sharing without scaling back on
categorical grant programs. :

.The revenue sharing program was established to allow State and
local governments to set more of their own priorities and get away
from the rigidity and redtape of the many categorical programs.

The Congress, however, continued through its authorization and
appropriations committees to fund both types of grant in aid. Then,
rather than cutting back on one approach or the other, Congress
established budget committees to set an overall spending ceiling.
. These committees are now doing their job. They are forcing the

Congress to make the choice between categorical grants and States’
share of general revenue. If either State revenue sharing or certain
categorical grants must come to an end, and if the authorizing and
appropriations committees will not realistically give up funding the
categorical programs through which they have special relationship-
ments with certain constituencies, then State revenue sharing as
we have known it, must be deleted from the budget.

But I come here today, Mr. Chairman, with a bill which I believe
is one of the last hopes to preserve the very worthy State revenue
sharing program. The bill I am offering is founded on the realiza-
tion that the authorizing and appropriations committees of the
. Congress will not, based upon history of the past several years,

easily consolidate, terminate or otherwise end categorical grant-in-
- aid programs.

If the committees of the Congress were willing to do this, the
saving could be'used to continue State revenue sharing. Knowing
that this is not going to happen, however, my bill approaches the
question of consolidation, termination, and budget savings by shift-
%xagsthe focus of categorical grant funding from Washington to the

tates,

My bill would allow each State through its Governor to consoli-
date, terminate, package or otherwise rearrange categorical grants
to fit the needs of the State’s own constituents. After all, States
participate in categorical grant-in-aid programs on a voluntary
basis. Theg are not compelled by law to apply for their share of the
funds, and the States often have primari y or at least shared re-
sponsibility under the Constitution for the governmental functions
addressed Iy the categorical grant program. B

The bill I am offering is therefore in the best traditions of the
federal system of government, with its divisions of powers between
the Central Government and the individual States.

The way S. 2678 would work is simply this. When an amount of
categorical grant funds is set aside for State government by a
ga.rtlcular formula to address a certain need or population, the
State would have the option of rejecting the grant entirely—an
option, of course, which it already has now—applying for the grant
under the conditions set forth y law and regulations—another
option that it currently has—or choosing a new option which my

62-376 0 - 80 - 21
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bill addresses, and that is notifying the funding agency that the
" State will not apply for its share ‘of the funds but that the funds
should be transferred from the funding agency directly into the
. revenue sharing trust fund and credited. to that Stdte’s account on
a dollar-for-dollar basis. , )

Let me give you an example of how S. 2678 would operate. When
I was Governor of Nebraska, we participated in many Federal
programs that we felt were well-intentioned; but, although the
~ Congress was well-meaning, the redtape, the rules and regulation

and fighting the bureaucracy simply weren’t worth it. :

For example, the State of Nebraska passed a comprehensive law,
and State tax funds were increased by many millions of dollars, in
order to provide appropriate education for the handicapped. A few
- years later, the Congress passed the “Education for the Handi-
capped Act,” which was similar in both philosophical approach and
“intent to the Nebraska law that we had already passed and had
functioning. -
~ When the State of Nebraska applied for Federal funds provided

under the Handicapped Education Act, however, it found that the

amount of the funding was very small in comparison to what the
State of Nebraska was already providing, but that the Federal
- funds had a myriad of petty and impractical rules and regulations
which were attached if we wanted to use those funds.

The State of Nebraska has seriously considered dropping out of
the Federal program in this area and giving up the Federal money
simply because of the problems and the needless expense associated
with accepting the Federal categorical funds for the education of
the handicapped.

Under my bill, the State of Nebraska would have had the option
to consolidate all of the different Federal categorical grants for
education of the handicapped, notify the new Federal Department
of Education it will not be applying for the funds in the categorical
program, and have those funds directed back, if you will, to the
State of Nebraska through the revenue sharing trust fund.

I am sure that all of those who have been Governors or State
legislators or other State officials can recount other examples in
many areas where they could have utilized Fedéral money to much
greater advantage had they been allowed to exchange the rigid
categorical grant moneys for the more flexibile revenue sharing
approach.

The Exon alternative which I am advocating here.this morning
does not incur any additional spending. In fact, by funding the
revenue sharing trust fund through transfers from the categorical
grant program and not funding the revenue sharing trust fund
directly by congressional appropriation, there will be significant
savings.

Furthermore, the bill I am proposing avoids the difficult question
of a precise and just allocation formula for State revenue sharing
money. The amount of the State revenue sharing that each State
would receive would be directly dependent upon the amount of
categorical programs it voluntarily relinquishes.

Mr. Chairman, I think you can see why there are many advan-

es to the bill that I am suggesting. It saves money; it bentiallf'
allows for a more efficient use of Federal moneys at the State level;
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it provides an answer to the question of categorical grants versus

State revenue sharing without for¢ing difficult and complicated

legislation through the committees of the Congress—which have

sgecial relationships to certain clientele and groups; and the noble

objective set forth in the original revenue sharing act is preserved
for the States even in view of the action to eliminate revenue
sharin% in the budget we are now discussing.

It allows us to continue the idea of letting the States make the
best use of the dollars that they receive in the form of revenue
sharing from Washington.

I would not be honest with this subcommittee, however, if 1 did
not discuss with you some of the potential objections which would
be raised against S. 2678. One objection that will almost certainl
be raised is that Governors, acting on behalf of their States will .
transfer large amounts of categorical grant funds into the revenue
sharing trust fund, will use revenue sharing money for, say, tax
relief, and the needs which would be addressed through the cate-
gorical pr%gram will go unmet. I do not believe this is a likely
prospect. Federal categorical programs have been operating in
many years in almost all of the States and have built up important
constituencies which desire to see a continuation of the programs
as intended by the Congress. .

The more likely result of S. 2678 is that constituent groups in the
States would work cooperatively with State officials to tailor pro-
grams more to their own needs. Furthermore, the very existence of
the additional option provided under this bill will” afford State
officials and constituent groups important leverage over other at-
tempts by the Federal bureaucracy to make programs conform to
their own preconceived notion regardless of the intent of the Con-

_gress.

I do not see, therefore, any wholesale shifting of money away
from the priorities established over the years by the Congress to
meet the country’s real needs, but rather I see this bill as a weapon
to aid State officials and their constituencies in addressing the
same problems the Congress has identified.

The objection also may be raised that S. 2678 is a good idea but it
is not administratively possible. I reject this notion from the outset.
After my experience as Governor of a State, I am sure that the
Governors know how to make this work.

Would Governors willingly give up categorical grants in advance
of knowing their final congressional appropriation in exchange for
- revenue sharing? It is a good question. My experience has been
that indeed they would. The differing budget cycles of the Federal
and State Governments certainly are going to be a problem in
some cases, but I think that this is an objection that certainly
should not be given other than its normal due consideration.

Before drawing my testimony to a close, Mr. Chairman, I want to
say that I am very pleased that Senator Dole, who has come into
* the room now along with several other members, has introduced an
approach to revenue sharing that is very similar to my bill. There
are some differences between the Exon and Dole bill, and I would
like to address some of these differences.

The basic differences in the Exon and Dole bills are, first, that
the Dole bill limits the amount of categorical grant money which
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" could be transferred into State revenue-sharing. The limitation is
‘one-half of the amount set aside for local governments in the same
State, therefore maintaining the same two-thirds/one-third split
“which exists under the current revenue-sharing law.

¥ Second, the Dole bill limits the participating categorical grant

: programs more restrictively than does the Exon bill. Whereas nei-
ther bill applies to categorical grants which are actually payments
.-to individuals, nor to programs which areé essentially dlscretionar{
" in nature and not intended to operate in all States, the Dole bill

" further limits participation to certain functional areas of the
budget. If I understand the Dole bill correctly, and I may not,
categorical grants in veterans' functions and highway trust funds
and the transportation function, along with certain other functions
and programs are off limits. - -

My response to these differences is this. While it may be appro-
riate to set dollar limitation on transfers of a program limitation
y specifying eligible programs, I would not endorse Senator Dole’s
approach completely in this area. First, by limiting the amount of
transfers by a dollar limitation, the savings which can be achieved
through the use of flexible revenue sharing funding rather than
‘categorical funds is also limited. People knowledgeable in the sub-
ject of intergovernmental relations assert that general revenue
sharing is 10 or even 20 percent more efficient than categorical
funding. Limiting State participation limits the savings and effi-
ciencies which can be achieved by the States which desire to par-
ticipate in this new concept.

hen Congress is almost surely going to end direct funding of
State revenue sharing, the States should be allowed to maximize
" categorical grant transfers in order to compensate for this funding
reduction.

Furthermore, while the Congress may wish to exempt certain
categorical programs from S. 2678, I would not necessarily recom-
mend the exemptions provided in the other bill. As a former Gover-
nor, I am aware of the categorical programs in the veterans’ func-
tion which logically should be subject to State consolidation efforts.

In addition, I am not sure that the rationale behind exempting
the Highway Trust Fund while not exempting some of the other
transportation grants, as in the area of mass transportation, has
been as well thought out as it should be. »

Mr. Chairman, let me express my appreciation to you and to the
Finance Committee for this opportunity to testify here this morn-
ing. I hope your subcommittee and the full Finance Committee wil
seriously consider this new approach to a very old problem.

I do not come before you to tell you that S. 2678 is a perfect bill.
I will be happy to receive constructive suggestions as to how it
might be changed or improved in order to make it more workable.
" Thank you very much, Mr. Chairman. If I can answer any ques-
tions, I will be happy to try and do so. '

Senator BrabpLEY. Thank you very much, Senator Exon, for your
~ testimony and your creative suggestion on this problem. :

As a member of the Budget Committee and as a former Gover-
nor, could you tell us how the Budget Committee would be able to
determine what cuts by function were going to be made by the
various Governors around the country.
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Senator ExoN. Mr. Chairman, the Budget Committee, of course,
would not do that because, as you know, the Budget Committee is
not a specific authorization committee. The idea of the Budget
Committee is to set overall spending limits. .

With regard to this categorical grant program, once again, the
bill simply says that whatever money is appropriated through the
processes of the Federal Government, through the authorizing com-
- mittee, through the limitations of overall spending by the Budget
Committee, and the choices that are made by votes in the House
and Senate, whatever comes out that goes into categorical grants,
the State simply would have an option of going in and taking all or
any part of that money and simply saying we aren’t going to apply
for that particular grant.

When that happened, the bureaucrats in Washington would be
required to simply transfer that money into the State general-
revenue-sharing fund and the States would have the option of
doing with that as they will,

I would just emphasize that under HVV bill, under the extreme,
the Governor of a State could say, We don’t want any of the
categorical grants as funded by the Congress to be funded in that
manner. We aren’t going to apply for any of them. This, in essence,
would transfer all of them into this special State revenue-sharing
fund and they could spend it the way they wanted.

I think a legitimate objection to this plan under that kind of a
scenario would be that it might be that we in the Congress feel
that we should have certain such and such money for such and
such a program. Let’s take the handicapped programs. Let’s take
the mentally handicapped peo(s)le. We might think it is critically
important. It would be true under the Exon plan that the Governor
of any State could thwart, if he wanted to, the intention of that
particular funding in that particular area.

The other side of that’is that the idea, as I understood it, when
general revenue sharing was created was basically to get -away
from the Federal Government telling the States how to use the
revenue that had been cited to be shared. As I pointed out in the
opening part of my statement, it was clear that it was intended on
an ongoing basis to phase out both categorical grants and make the
States the master of what they feel are their critical responsibil-
ities and obligations to their constituencies out there rather than
in Washington. -

Senator BrapLEY. The Federal revenue-sharing program has
been at about $6.9 billion, and total Federal grants to State and
local government are close to $85 billion. Under your proposal
could a State in effect, or could all the States chose to receive, the
$85 billion in a revenue-sharing program?

Senator ExoN. Mr. Chairman, that is correct, subject to the
limitations I previously discussed. -

Senator BRADLEY. Do you feel that a Governor can make those
decisions? My impression is that sometimes Governors—in Nebras-
- ka that was never the case—but in some States the Governors
don’t always get their way with legislatures. I was curious whether
thiy might disagree with the categoricals that you might want to
cut.

How would that be resolved?
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Senator ExoN. I am very appreciative of the fact that the chair-
~2.man made an exception. Actually, the way it would work, Mr.
Chairman, is that in Nebraska and in all of the other States, you
ave to have an appropriations process. I really think that the way
is should be handled is that if the Governor of Nebraska feels
that a particular categorical program is not worthwhile or not
._i%elpfug_ ltlo his State, he would exercise the options suggested in the
xon bill.

- Then that money would go into the trust fund, and I think that
that then becomes a function of the State treasury, and it could not
be spent for a particular program without being appropriated b
the State legislature. So that gets that legislative body involved.
% Senator BrRapLEY. Thank you very much.

toSen]e:tor Dole, I am sorry, I know you had an opening statement

make.

- Senator DoLE. I have no questions. I just wanted to say to the
QGovernor, or Senator, whichever title you prefer, that I appreciate
your comments concerning our proposal. I think it is an indication
that gobably neither one is perfect, but maybe there are enough of
us who have pretty much the same idea that we might be able to
forge some, not compromise, but just something that will work.

I really appreciate your testimony and hope we can work with
you on' putting together a package of some kind that will gass the
Congress and meet the needs of the State, and also the problems of
the budget.

Senator ExoN. I thank you very much, Senator Dole. I certainly
do not claim that my bill is perfect, and it might be that we could
well get together. Obviously, as I said, both of these measures are
intended to do the same thing.

Senator BraDLEY. Senator Danforth.

Senator. DANFORTH. I think that there are certain similarities
between this issue and another one that Senator Exon and I were
involved in a few weeks ago on the floor of the Senate, namely, the
institutionalized persons bill. Obviously there are differences of
opinion in the Senate on the merits or—demerits—of that bill and _
the merits of revenue sharing.

It seems to me that the fundamental question, the underlying
‘question is, What is the role of the Federal Government and State
and local governments? Where are decisions supposed to be made
in this country, and to what extent do we have a system, preserve
a system or recreate a s\{,stem in which decisions can be made
somewhere other than in Washington?

It is inferesting to me that a former Governor—for two terms is
that right?
‘Senator ExoN. That is right.
- Senator DANFORTH [continuing]. That the former Governor of
Nebraska sees the issues so clearly and has spent so much time
and energy addressing himself to the question.
Idon’t have any final views of the details of your bill, but I think
that the questions you raise are exactly the right ones and really
‘are—and I wonder if you would agree—the same sorts of questions
that were raised a couple of weeks ago.

" Senator Exon. I would agree with you, Senater Danforth, that
what will really back you here is States rights and cooperation that
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I think is very necessary between the Federal Government and
State governments. I think that while the categorical grant pro-
~ grams have done a tremendous amount of good in lots of areas, 1
think once again it sets up, and practical experience would show, it .
sets up controversies between the Federal and State governments.
Oftentimes, the best intentions of the Members of the House and
Senate are thwarted; but when you get the Federal bureaucracy
with a “we know it all” attitude trying to run a program, a good
" program that was well thought out and sometimes well funded,
when the Federal bureaucracy comes between the appropriating
authorities in the Federal Government and authorities that have to
carry out those responsibilities on the local level, we have seen
time and time again we have not made efficient use of the tax-
" payer's dollar. :
think a move like this would establish a new era of cooperation
between the Federal Government and the States. For example, let’s
say that the Governor of Nebraska wanted to do away with some
kind of a program that I as a Senator who voted for him might feel
. very strongly about.
- I would think that in a case like that, the Governor of Nebraska
and both U.S. Senators and the Members of the House of Repre-
- sentatives would be consulting together. We could probably at least
have some input as to what changes are going to be made in the
program. The overall hammer, of course, that we have here in
Washington is that should the State, should the Governor, should
- the legislature not handle this money as we had basically intended,
there is always the chance that we could hammer it down, down,

3 - down and eliminate it altogether.

So I do think that as the Federal appropriating authority, we
would have some indirect control, which is probably all we need in
this particular area. .

Senator BRADLEY. Senator Durcnberger.

Senator DURENBERGER. Thank you, Mr. Chairman.

dim, you have lived in your Governorship with the implementa-
tion of a specific revenue-sharing program. Just by way of back-
ground from where my question or questions would come from, I
was very involved in the mid- to late sixties in the beginning of the
program.

So I come from a somewhat different perspective on revenue
~sharing, a perspective that says the concept of revenue sharing is
not {ust another grant-in-aid program to State and local govern-
ment.

But it is a reflection of the concern that State and local govern-
ments have about an unindexed income tax si\;stem in this country
which is draining financial resources into the Federal Treasury.
This makes it very, very difficult for local government in particu-
lar, which is dependent not on an income tax in most States but on

~ property taxes, to meet local needs at a local level through local
resources,
So I come at this whole thing with a philosophy that says a
- portion of that bracket creep, a portion of that windfall inflation
tax that occurs every year on zJxaople’s income ought to go back
agtt:xﬂ:gically to State and local government without any strings
- attached.
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. Now, that is a clear philosophical difference-with those who feel
that this is an income redistribution .program or it is a substitute
for categorical grants or whatever. But I guess when I go back to
my State and hear criticisms of revenue sharing, the criticism is
only this: Why don’t we keep the money in the first place? Wh{ do
we have to send it to Washington and then have it come back to

us - -

"So I have been somewhat frustrated on this subcommittee by the

lack of proposals from: the administration, the lack of proposals
from anybody until all of a sudden now in the last couple of weeks
we have your bill and we have Bob Dole’s bill and we even, I think,
are going to have something from the administration today for the
first time since they promised it to us way back in Februaxby.
~So I dumped in a bill that I don’t necessarily believe in 100
percent which seems to me very practical. That is, just reinstitute
the program on the same basis that has been in existence in the
previous 8 years for the next 4 years.
My first question to you, then, I guess is if we run out of time in
this process, if we can’t do things the right way as you would
perceive it or as Bob Dole would perceive it or as Bill Bradley
would perceive it or as the administration would perceive it, do you
find some serious failures in the existing system as a former Gover-
nor that would make it difficult for you to support reinstitution of
revenue sharing on the basis that presently exists?

Senator ExoN. Yes, David, I would certainly feel that we have to
make some changes. Let me explain it to you. When Federal reve-
nue sharing came about, all at once as Governor of the State of
Nebraska, I found myself in the wonderful position of receiving a
bonanza from Washington without strings attached.

Now, the first shock of that was really something when you have

worked in the State government for a long time and you recognize
that anything that comes from Washington has all kinds of strings
attached to it.
So it was one of those things that hit us. As I understand it—and_
some of you were here then—but as I understand it, basically when
the Nixon administration originally proposed revenue sharing, it
was to do essentially what the Exon and Dole bills are attempting
to do, basically to eliminate the categorical grant program and
allow the flexibility to spend that money in the States.

What happened soimnewhere along the way to the passage of the
bill was that people here would not give up the categorical grants
to take care of their constituencies back home. So a happy compro-
mise was reached that will continue the grant-in-aid programs and
will set up more money over here. -

During discussions of this inside the Budget Committee, that
~ background was probably what aided in the creation of a Budget
+ Committee to try to set some overall spending limits and goals.
; So I guess basically we are agreeing. I think that I buy the basic
hilosophy that it would be better not to take this money away
rom (i)e()ple at home. I would only caution you somewhat in that
- regard, however.

do not know what overall contribution to the Federal Treasury
Minnesota makes, but I do know that in some of the States that
are not wealthy, they do considerably better on the sharing of
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revenue to carry on their activities at the State level than they
would if we left that money at home.
- But that doesn’t mean that that still isn’'t a good philosophy.
. What we have done, I think, is come up with a combination of
basically all of the worst programs that have fed the everincreas-
5. ing demands for budget increases at the Federal level that all of us
~ are wrestling with at this time. . A
. This would be, hopefully, a step back to exercising some control
- at'this level and make the local officials, the Governor and the
& . State legislatures and the local officials share in the responsibility
of how this money can be best used.For example, when we got our
first year’s revenue sharing in Nebraska, I recommended and the
legislature went along with appropriating about half of it for State
aid to education, I think a very worthy program that we needed in
Nebraska. ~ .
Now, you can have all kinds of arguments as to whether or not
that is a proper use of Federal revenue-sharing funds, but in this
case the Governor of Nebraska and the State legislature, and I
“think correctly so, felt that it was much better to put this money
into a program like this than go out and start some brandnew
initiatives where you start brandnew spending programs that are
not designed to hold down taxation at the local level.
Senator BrRabLEY. Thank you very much, Senator Exon, for your
testimony today. -
- Senator ExoN. Thank you, Mr. Chairman. Thank you, members
of the committee. ‘
Senator BRADLEY. Our next witness will be the Honorable G.
~ William Miller, Secretary of the Treasury, = .

Senator DoLe. Mr. Chairman, I wonder if I might just take a
minute to insert my statement. I am not going to read it, but I

would just say that I certainly appreciate Senator Bradley having
" "these hearings. I think it is an indication of the widespread, bi-
- partisan interest in the area under discussion.

I am pleased that Secretary Miller is here. I am familiar with
Senator Durenberger’s bill which would simply renew the revenue-
sharing program with full funding for 5 years, and I am also
. familiar with Senator Kassebaum’s efforts, along with Senator
- Bradley, to at least salvage some part of revenue sharing. I under-
- stand the Budget Committee, or at least the budget conference, has
not agreed to that effort in the Senate. -

I appreciate very much the testimony of Senator Exon. He did
discuss his legislation and the legislation introduced by myself,
Senator Danforth and Senator Baker and others. So I believe that
we are in pursuit of some solution to a problem.

2 I will ask that my entire statement be made a part of the record,
;<.  along with some talking points on our particular proposal, which
. gives the strength and also the weaknesses as we see them in
.- looking at our proposal. As I indicated to-Senator Exon, perhaps we
2. can all get together on and forge some remedy that would be
helpful to the States, and at the same time come within the budget
- restraints. . :
- [The prepared statement of Senator Dole follows:]
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STATEMENT OF SENATOR DoLe

Mr. Chairman, I want to thank you for promptly schéduling heari on the
several proposals that have been infroduced to renew the federal general revenue
sharing program. We ought to decide as soon as possible what form the renewal
legislation will take. Timely action on this question will make it easier for state and
local governments to plan their own fiscal affairs for the coming year.

1 am particularly pleased that Secretary Miller has agreed to appedr before the
subcommittee to explain the details of the administration proposal to renew revenue
sharing. In general, the administration would eliminate the states’ one third share
of the revenue sharing funds and would make adjustments in the allocation formula
by which funds are distributed to various communities within each state. Certainly,
any proposed changes in a program that has been as successful as revenue sharing
ought to be scrutinized very carefully before they are adopted.

owever, there are other pro s before us that merit at least as much consid-
. eration as the administration bill. For example, Senator Durenberger has intro-
duced legislation that would simply renew the revenue sharing J)rog'ram at full
funding for five years. The question is, for those of us who woul like to see the
states’ share preserved, how can that money be provided without increasin? spend-
ing in the budget? That is, how can we maintain control over the level of federal
funds flowing to the states? This question was recently debated in the senate's
consideration of the First Concurrent Budget Resolution and the matter is now
beiruil worked out in conference. The Senate adopted the Kassebaum amendment
which was cosponsored by our distinguished chairman, Senator Bradley. That
amendment leaves room in the budget for approximately 40 percent funding of the
states’ share of revenue sharing. The funding for that 40 percent share is provided
gt);making offsetting reductions in certain categorical grant programs that go to the

tes :

The states and the governors have called loudly and clearly for continuation of
the states’ I‘}:'ortiun of revenue sharing. They also agree on the need for budgetary
restraint. Many of the governors have indicated that they would prefer reductions
in categorical grant funding rather than reductions in revenue sharing. The prob-
lem has been that the governors and the states have been unable to reach a
consensus on the categorical g:ant programs they would ]piefer to see reduced. It
would seem to this Senator that the most appropriate solution would be to allow
each state to choose its own set of reductions in categorical grant funding. States
could then take their share of revenue sharing funds in lieu of those categorical
grant reductions.

Mr. Chairman, the approach I have just described is contained in S. 2681, my bill
to renew the general revenue sharing program. Under this bill each state would
have to choose and commit itself to accepting certain reductions in categorical grant
aid. To the extent those reductions are made, the state could take revenue sharing
funds in lieu of the categorical grant funding. However, no state could receive more
in revenue sharing funds than it presently receives under the existing revenue
sharing program. I believe that this proposal will preserve the states’ share without
violating budget restraint. It will also restore the ox;i(final concept of revenue shar-
ing, which was not to increase the total level of federal aid to the states, but to
make a form of that aid more flexibile and ada;{table to the varying needs of states
and localities. Furthermore, under my groposa we would get some idea of which
categorical aid programs are most valuable to the states. In effect, the states will be
. ::tll:eng 0:1 various categorical pregrams when they make their elections of programs

cut.

In a federal system of government each level of governmental authority ought to
make those decisions for which it is best suited. If my proposal is adopted state and
local governments will have more flexibilit{ in meeting the day-to-day needs of our
citizens. I think that that is a desirable goal, and I hope the witnesses will take time
to address themselves to the alternative Emfosals that are beforé the Finance
Committee. 1 would just like to add that S. 2681 is cosponsored by the distin, ished
" minority leader, Senator Baker. The other cosponsors are Senator Percy, Senator
McClure, Senator Domenici, Senator Danforth, and Senator Armstrong.

With those remarks I would just like to welcome today’s witnesses. I look forward
to hearing your testimony. !

TaLriNG PoINTs—DoLe REVENUE-SHARING ProposaL, S. 2681

The Dole bill hastwo outstanding virtues. It allows for continuation of the states’
share of revenue sharing and it does so in a way that guarantees budgetary
restraint. This is because each state must agree to equivalent reductions in other
federal funds in order to receive revenue sharing funds. :

B
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While the Dole proposal does not increase total federa) funds flowing to the states,
it should be welcomed by the states. Representatives of the Governors’ Association
_ have stated that they would prefer cuts in categorical grant programs to cuts in
- revenue sharing. S. 2681 ﬂpro\ndes a means by which each state can choose its own

. categorical grant cuts, reflecting its 6wn priorities. .

> Revenue sharing funds are of vital importance to both state -and local govern-
ments. This is because they offer states and localities the most flexibility In how
they are used. At a time when severe economic problems threaten to undermine

‘government’s ability to provide basic services, it makes no sense to deny state and

. °r°i§'1 governments the funds that would be most helpful in managing the economic
crigis.

Cutting the states’ share does not just hurt the states. It is estimated that, on the
average, about 40 percent of the states’ share is passed through to local govern-
ments. Thus this is an issue for cities and towns as well as states.

The opponents of the states' share argue that “the Federal government has no
“revenues to share” and “if the States want us to balance the budget, we'll do it at

their exgense." The Dole proposal cuts through these arguments by casting the
states’ share in the form of a substitute for other federal funding: the states’ share
would not be financed through a deficit.

.. When the Federal government is absorbing a record share of our national wealth
through taxes (from taxflation, the Windfall Profits Tax, and other proposals) it
shoulg be obliged to return some of those revenues to state and local governments

- whese revenue base is undermined by excessive federal taxation.

- The bill introduced by Senator Exon, S. 2678, is similar to the Dole proposal.

However, the Exon bill does not expressly limit the states to their allocated share

under the existing revenue sharing program. Nor does the Exon bill provide for

multistate Frojects and adjustmenq in appropriations, both of which are covered in
the Dole bill. -

The Dole proposal carries forward the original goal of revenue sharing, which was
to give state and local governments more direct authority over revenues collected by
the Federal government but spent at the state and local level.

As the national government has grown at the expense of stzte and local govern-
ments, the authority of those governments has been undermined. The Dole proposal
would help bring a better distribution of power and responsibility among these
three levels of government, as was intended by the original revenue sharing

prorosal.

‘Under the Dole bill a wide range of programs would be eligible for the states

- election for a funding reduction. Accordingly, there is every reason to believe that

no one program would be devastated, since the actual reductions may be expected to

cut across that range. -

- At the same time, the bill can provide a useful experiment in evaluating categori-
cal grant programs. We will see which programs are most important to the states,

when they elect their cuts.

The range of programs eligible for reduction is also sensibly limited. For example,
income security programs and Medicaid are excluded, as is the highway trust fund
and veterans’ benefits. Generally, the programs excluded are either appropriately a
primary concern of the national government, or they involve payments to individ-
uals that may be regarded as entitlements.
bﬂ'fhe following points counter possible arguments against the Dole revenue sharing

The Dole proposal would guarantee a genuine trade-off of categorical grant funds
for revenue sharing funds. Categorical funds transferred to a state’s revenue shar-
ing account would be deemed paid out of monies allocated to the categorical grant
. programs that are cut. This way, the money a state foregoes under a categorical
program can not be reallocated to other states under that program.
ile states cannot be certain how much grant funding will be available in a
iven year, they can make an informed judgment based on historical experience.
bviously, any new grant programs would have to be worked into the process,
An element of uncertainty still remains, but the bill provides that the states’
election of categorical reductions would be modified as necessary in light of changes
in authorization or appropriations with respect to the categorical programs. Howev-
er, there is no more uncertainty than presently exists under categorical programs—
- the problem lies with the unstructured array of grant programs, and in possible
delays in authorizations and appropriations with respect to those programs. The
. Dole proposal at least gives the states more flexibility in lanning the use of such
funds as are made available by Congress, and enables them to have reasonable
- certainty that a certain amount of revenue sharing funds will be made available.
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Along these lines, legislation (S. 878) is pendingi in the Governmental Operations
Committee that would simplify and permit consolidation of Federal assistance &'o-
grams to state and local governments. This approach is consistent with the le
revenue sharing bill and with the trend towar block grant funding. The trend is,
and should be, toward simgliﬁcation and more flexibility for grant recipients. .
. No doubt the agencies that administer the categorical programs will object to the
Dole proposal, because it limits their direct: authority over some of the funds
ﬂ)propriated by Congress. No doubt some additional paperwork would be involved.

owever, some paperwork would also be cut, as states move away from more
strictly tied categorical programs and toward the freer revenue sharing payments.
Besides, all legislation requires administrative adjustment and working in—the
question is whether the net result is an improvement. The Dole proposal would be
an improvement, and could point the way towards a simpler, more streamlined
approach to Federal aid for state and local zovernments. The Advisory Commission
on Intergovernmental Relations has for a ling time advocated such a simplification
(Treasury Secretary Miller is a member of the Commission).

Senator BRaDLEY. Thank you, Senator Dole. _
Welcome to the subcommittee, Mr. Secretary. Please proceed.

STATEMENT OF HON. G. WILLIAM MILLER, SECRETARY OF
THE TREASURY

Secretary MiLLer. Mr. Chairman, I have submitted to you a
g;epared statement which I would suggest, with your permission,

included in the record.

Senator BrapLEY. Without objection, so ordered.

Secretary MiLLER. Then I would make a few comments to sum-
marize that statement so that it would be a basis for our further
discussion.

I am pleased to have this opportunity to discuss with you the
program to extend and somewhat modify the program for revenue
sharing with States and local governments. The President is com-
mitted to the principle of unrestricted fiscal assistance.

As you all know, the current program involves funding of $6.9
billion a year, of which one-third, or $2.3 billion, has gone to State
governments, and two-thirds, or $4.6 billion, to local governments.

In the context of the current conditions—including the situation
as to inflation, the outlook for Feaeral spending and budgets, the
" need to reduce Federal spending—we are proposing a reduction in
revenue sharing through elimination of the State share.

There are some other basic proposals that we are making, and
those are to extend the program with this change for 5 years, to
continue to allocate payments to localities at the current level of
'$4.6 billion per year, to make some changes and im rovements in
the targeting among local governments to—we be ieve—achieve
greater equity, and, on a temporary basis, to supplement the fund-
ing for local governments by $500 million a year in two years,
fiscal year 1981 and 1982, to aid in the transition from the period
of revenue sharin%epayments to State governments to the period
when there would be none.

The revenue sharing program originally came into being when
there was a fiscal mismatch between the ability of governments to
raise money and their service responsibilities. The capacity of the
- Federal Government in the early seventies was substantial in in-
creasing its revenues while the public service burdens on States
and local governments were substantial.

Today that situation has changed somewhat. The State govern-
ments have improved their condition. Some of the demographic

Lyt
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features that led to high burdens on State and local governments
have changed. With the aging population and many requirements
on the Federal Government for services to the Nation at large,
there is a somewhat different situation. ,

This leads us to believe that it would be appropriate at this time
of fiscal austerity to discontinue the payments to State govern-
ments and to concentrate the effort on the local governments
where a serious fiscal mismatch continues.

The heart of revenue sharing, of course, is the distribution for-
mula, how the moneys get to the localities. We are suggesting some
chsnges, rather modest in overall effect. We are proposing to keep
the essential logic of the allocation system but to try to make some
improvements that target the funds better to the jurisdictions that
have the lowest incomes and the highest service burdens, and to
achieve a more equal treatment of like types of communities.

In particular, we are proposing that the allocation among States,
the interstate distribution, remain unchanged. As to the allocation
inside a State, the intrastate allocation, we are proposing to elimi-
nate the two-tier allocation, that is, the process of first allocating to
counties and then to local government areas inside the counties.

The purpose of this detiering proposal is to achieve a situation
where like local governments with similar populations, tax effort,
and incomes are treated equally. The present system results in
some distortion.

Another change we are proposing is to increase the maximum
per capita revenue sharing payment to a particular local govern-
ment from the present cap of 145 percent of the statewide average
to 175 percent. Correspondingly, we are proposing to reduce the
minimum payment from the present 20 percent to 10 percent.

The purpose here, again, is to try to allocate the limited funds to
thedareas that have the greatest tax burdens and the greatest
needs. -

Another constraint, based on the jurisdiction’s general revenues,
limits the amount of revenue sharing paid to any one local govern-
ment to 50 percent of its total adjusted taxes and transfers. We are
proposing to reduce that to 25 percent, so that revenue sharing
would not become as large as one-third of local budgets, as it now
is in many communities.

There is one other change, and that is to deal with communities
that have substantially higher-than-average incomes. We are pro-
posing that, for local governments where the per capita income is
above 116 percent of the State average there be some gradual
scaledown in the payment beyond that provided in the current
formula, the scaledown being related to tax effort as a means to
adjust the allocation to well-to-do communities, thereby preserving
- funds for those who are more needy.

Finally, there is a proposal to deal with the areas where local
governments, in.effect, are able to export a good deal of their taxes
where thef)fr do not represent a burden on local citizens. The juris-
dictions affected are tax enclaves where, because of special circum-
stances—vacation areas as one example, which are seasonal, cycli-
cal areas—they can export their taxes. We would adjust the for-
mula to try to reflect more normal tax efforts. This is done through
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adjusting when the amount of tax effort exceeds 250 percent of the
~ average for the State. It would be a gradual scaledown.

- The effect of these formula modifications would be to reallocate
" about 5 percent of the funds. So in terms of dollars, it is not
“ enormous; but in terms of equities and benefits, we think it is
important. It means that well-to-do jurisdictions would receive
‘somewhat less. It means that lower income jurisdictions—some
‘large cities, some small—would receive more, and small towns and
‘poor rural areas would also receive somewhat more.

" On the subject of compliance matters—the civil rights require-
-ments, the public participation, the audit procedures—we ave pro-
posing to continue these. However, as to audit, we are proposing
that, for any jurisdiction receiving over $25,000, the audits be at
least once every 2 years for all of the years of the jurisdiction,
rather than the present formula, waich was phasing in the require-
ment by auditing 1 out of 3 years.

So in the future we propose to require an audit of all years and
- -do so at least everg other year.

" In addition to the continuation cf the $4.6 billion revenue shar-
ing for local governments, we are proposing additional payments
totaling $500 million per year for 2 years, which would also go to
local governments. The purpose of this is to ease the burden of the
loss of revenue sharing to State governments, which will result in
reduced State aid to local governments.

It is our estimate, from a study of the likely effects in nine States
of terminating revenue sharing to States, that State aid to local

sovernments over time would probably be reduced by as much as
‘%1.4 billion per year. Now, the amount of $500 million we are
proix‘)sing is the way to cushion that loss. It is not unlike the $300
‘million that the Senate has proposed in the budget resolution, but
we are proposing to target it directly to local areas rather than to
the State.

This $500 million is proposed to be allocated among States in
proportion to the degree of assistance which State governments are
now giving to local governments. That particular method was se-
lected as the best proxy for determining where losses of assistance
t(l)l communities would take place in cutting out State revenue
sharing.

So it is an effort to try to hit the areas that would be most
affected. Once the decision is made as to allocation among States,
the allocation inside a State, the intrastate allocation, would follow
the regular formula. There would be no variation there.

The transition, as I mentioned, would be for 2 years.

Mr. Chairman, I think we all recognize that a vital and respon-
_sive Federal system should be a national priority. It is important,

as we renew this program and look at its future, that there be a
_thorough review by the Congress and a discussion of the merits and
possible adjustments.

We believe that the revenue sharin% frogram we are proposing
would address the fiscal problems of local governments in the
1980’s, and would help build a firm financial foundation for govern-
ment in America.

Thank you very much. :
Senator BRADLEY. Mr. Secretary. thank you for your testimony.
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We are clearly heading into a recession. In an effort to balance
the budget, we already have made deep cuts in transportation,
education, CETA jobs, and a lot of vital social programs, cuts that
literally paralyze some States such as mine. )

Do you think that it is appropriate at this precise time to cut out
the State’s share of revenue sharing as well, thereby aggravating
the dislocations that local governments and State governments are
going to have to face in the coming year?

Secretary MiLLER. The discontinuance, Mr. Chairman, would be
for fiscal year 1981. The way revenue sharing is handled, the
reduction would not take effect until calendar year 1981. The final
revenue sharing payments under the current program will be in
the first quarter of fiscal year 1981, so the reduction that we-are
talking about for fiscal year 1981 for States would be $1.7 billion.

The answer to your question is that I do believe it is appropriate
to make this reduction for several reasons. I think it is a national
purpose that we bring ‘Federal spending under control.

While that may be difficult and require some sacrifices and
adjustment, I think that the total objective of regaining control of
spending and avoiding the escalation, the geometric progression,
that could lead us to higher and higher deficits and larger and
larger claims of the Federal Government on the economic system,
and a reduction correspondingly of the private sector activity in
creating jobs is a national direction that we must pursue.

State governments have had, since the early seventies, improve-
ment in their fiscal condition. In recent years there has been a
surplus. It is true during a recession that surplus may evaporate.

Senator BrapLEY. Fifty percent of that surplus is in three States,
and Standard and Poors say it is reasonable to keep a 5-percent
surplus, particularly if your constitution mandates that you have a
balanced budget.

Secretary MiILLER. Some States have had more surplus than
others, that is correct. Revenue sharing represents 1 percent of
State revenues. In that sense, I think even the States that have not
had as comfortable a financial position are in a position to adjust
their expenses and their taxing to cover the loss. -

It would be ideal if we could do all things for all people. I think
in terms of national policy, we have to tighten our belts, and here
is a place where I think we could do it. -

As to local governments, the flexibility is not as great. They do
not have as much control over the amount of services needed and
over their taxing ability. The States have more flexibility, and the
amount of money in relation to the scale of State expenditures
makes it a manageable situation.

We do not propose, of course, to cut payments to local govern-
ments. We intend for 2 years to try to increase them and make up
for some of the support they have had from State governments so
that we can make this cut in State revenue and cause as little
dislocation as possible.

Senator BRADLEY. How many States would you estimate would
run deficits if you cut out the full State share—to run deficits or be
forced to impose taxes? ‘

Secretary MILLER. I am sure that I have a number of States in
mind. I would have to get the number of States, Mr. Chairman. I
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know that this year State governments are expected to be in deficit

by $8 billion. I believe that is the number. I don’t know how many

States that is. I can get that. .

Senator BRADLEY. The list is almost 20 States.

Secretary MILLER. Is it? Yes.

Senator BRADLEY. If the administration is committed to this tran-

sitional assistance, why were you not more active in assuring that

' there was authority in the budget for transitional assistance?

> - Secretary MiLLER. Our budget proposal includes it. The budget
" resolution in the House, of course, has not accepted our position.

The Senate, through your particular efforts, has included tentative-

ly $900 million, perhag)s handling it in a little different wag.

Our proposal of $500 million is something that might be a rea-
- sonable compromise between the House and the Senate positions.
. Senator BRADLEY. But you feel that the Treasury has been active
“in trying to promote that interest on Capitol Hill?

Secretary MILLER. We have been trying to. We certainly have. I
have testified very strongly for it in the House. Of course, in the
_ Senate you have allocated money which would allow us to have
" room for this. So we feel that it is very much needed. There is no
" question that localities are going to be pinched very hard and we
should try to ease the burden. .

Senator BRADLEY. Senator Dole.

 Senator DoLE. Secretary Miller, have you had an opportunity to
look at some of the other proposals, Senator Durenberger’s and
also that of Senator Exon, who just testified? A number of the rest
of us have proposals that would at least address some of the very
problems you address to give the States an option by reducing
categorical aid programs.

Are those proposals under study by Treasury?
 Secretary MILLER. Senator Dole, they are. Let me say that as I
 understand Senator Durenberger’s bill, it would extend revenue
sharing as it is, or at least the amounts. You know our view on
that. Since we must cut some $17 billion from Federal spending in
fiscal year 1981, all things considered, eliminating payments to
States is one area where we could make a cut.

On the bills that you and Senator Exon have introduced, I have
~ become generally familiar with them. I would like to make a few

comments abouf it and say that we do need to study it more. I
think my offhand reaction from my study of it to this point is that
I appreciate the concept. The implementation of it gives me consid-
erable problems.

We look over the list of categorical grants and we see administra-
- tive problems in trying to have an optional system. We see a
" number of areas where a national purpose is served, and I am not
sure we want to give up that national purpose on a helter skelter
basis, on a hit or miss basis.

There are matters of environment, matters of conservation, mat-
ters of transportation. There could be a cherry picking result. If we
are not careful, we could end up with the worst of all worlds,
where States with certain kinds of needs pick this way and that

- way.
’there also is the problem of timing because many of these pro-
.- grams are on different time schedules, so how you phase it in and
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avoid being whipsawed, I am not sure. I can appreciate what you
are trying to get at. I am just not sure whether it could be adminis-
tered very well. -

Senator DorLe. Right. Well, that is one of the areas we are ad-
dressing. There is a bill, as I understand it, in the Government
Operations Committee, S. 878, which would simplify consolidation
of Federal assistance programs with State and local governments.
This is consistent, I think, with the approach that some of us would
take. That might help simplify the administration.

On the other hand, I don’t see too much wrong with the Gover-
nors of various States determining which of the categorical aid
programs are worthwhile, if that can be done. But I think we
would appreciate, and I am certain it is probably in the works,
some detailed analysis as you see it as far as administration.

It may be that changes can be made and we can reach some
agreement. As ]I understand your statement, the administration
proposes essentially three major changes. You eliminate the State’s
one-third share, you have a $500-million transitional fund for fiscal
1981 and 1982, and you make about a half-dozen changes in the
allocation formula.

Secretary MiLLER. The intrastate formula, yes.

Senator DoLe. Yes. So the $500 million transitional fund is not
distributed according to the existing allocation to States but is
based on State aid to local governments. Just to take a few States,
. for example, if the old formula were used, each State's allocation of
shared revenues would rise by about 10.9 percent.

Instead, for example, New York was up 23 percent; California
" nearly 17; Wisconsin, 25; Indiana, 15; Kansas, 4; Missouri, 3; Dela-
ware, 4. Is there any relationship between this formula and the
financial difficulty of a State?

Secretary MILLER. Senator, our approach is to make the alloca-
tion based upon the financial needs of communities rather than the
State, and the purpose of the allocation is to say where are local
governments depending on State aid heavily, and allocate the $500
million where that is true, and therefore to make up what other-
wise will be a loss. .

Of course, we are not proposing to make up 100 percent of the
loss in State assistance, but what would appear to be about maybe
35 or 38 percent of it. So that is the theory. It does not go to the
. capacity of a State government. Your point, I suppose, has some

validity. A wealthy State adding assistance to local governments
perhaps could find some other way to keep it going. It is hard for
us to judge that.

So we just think that the best thing in a transition is to base it
on making sure that at least a third or more of State aid likely to
b? lost could be made up. It is that simple, the best we can think
of. i
Senator DoLE. I have other questions. I will wait.

Secretary BRADLEY. Senator Danforth.

Senator DANFORTH. Mr. Secretary, let me ask you a question
concerning the administration’s theory, a broad question on the
reason for allocation formulas. Why do we have such things as
gﬁlocq?hon formulas? What is the adminstration’s theory behind

em .
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Secretary MiLLER. The administration’s theory “is the continu-
ation of a theory developed much earlier. I assume that the origi-
nal founders of this concept would agree with what I am saf'ing
because I think the whole philosophy is basically the same. It is
that revenue sharing would try to allocate Federal resources to
where there was a fiscal mismatch, a disproportionate capacity to
raise revenues in a State or a locality, and a higher degree of
service responsibilities that need to be met.

That, I think, is behind it. That is the reason, I believe, that the
formulas have developed. They have been very controversial.
Senator DANFORTH. Do you agree with that theory?

Secretary MiLLER. I think the general philosophy is correct.
Senator DANFORTH. Is that the reason for the changes that have -
been proposed in the formulas?

Secretary MILLER. Yes.

Senator DANForTH. That this is a matter which should be looked
at from time to time, whether the formulas are adequate.

Secretary MILLER. I think there should be good continuity to this

program and that it should not be whipsawed around. I think that,
when it is reviewed every 4 or 5 years, we do need to examine the
changes that have taken place in our system.
_ The reason we are making these changes is not to change the
fundamental philosophy. It is to try to target a little better on the
basis of experience, on the basis of a 1-year study by our Office of
Revenue Sharing, to see where the shoe is pinching more and
whether, in the one case, money is going to where it is needed, and
in the other cases, whether money is going where it is just being
put in a savings account because the local government doesn’t need
it

Senator DANFORTH. If there is a limited amount of money for
revenue sharing, it would stand to reason that Gary, Ind. should
get consideration of a greater sort than, say, Palm Springs, Calif. Is
that the concept? x

Secretary MiLLER. That would be my concept.

‘Senator DANFORTH. Mr. Secretary, I know the administration’s
position with respect to the States, but does something of the same
problem exist with respect to States? Are there some States which
are relatively well off and have a very bright economic future, and
other States which are going to have increasingly hard times”
 Secretary MiLLER. I think that is generally true. Of course, we
have a formula now that, I believe, takes that into account. As you
know, the formula for interstate allocation was extremely difficult
to hammer out and resulted in a best of Senate system or House
system as a compromise. ,

Senator DANFORTH. That is the practicality of politics.

Secretary MILLER. Yes, that is nght.

Senator DANrFoRTH. Everybody does his best, and generally the
chairman of the Finance Committee does better than anybody else.
(General laughter.] v
" Secre 1LLER. There are those who do well. )

Senator DaNFORTH. What is the theory, do you think, that should
be applied if there is to be a State allocation formula?

Secretary MiLLERr. I believe that the present formula properly
takes into account population, income levels, tax effort, the degree
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of urban concentration, and State income tax collections. These are
not irrational. I suppose one could spread out the formula.

I think our view was that there was very little additional im-
provement we could make on that allocation system based on expe-
rience. It does seem to end up going in different directions.

The average per capita revenue sharing payment has been about
$32 ;er person, and it varies from a high per State of $57, I think,
to $24, so there is substantial variability.

Senator DANFORTH. Is the theory of the administration’s position,
again, the same with the States as it is with localities, namely, that
there should be a greater consideration for those States which are
hard-pressed ‘economically, and, on the other hand, the States
which are doing very well, which have a very strong tax base,
which have sources of wealth that are perhaps not universally
shared, should not come off as well in revenue sharing or other
Federal reimbursements?

Secretary MILLER. Senator Danforth, in general, yes. I think our
feeling has been that the formula that now exists, while perhaps

- not perfect, does that in an adequate way.

Senator DANFORTH. Mr. Secretary, I wonder if I could just be
indulged in one other short point. Several months ago the Finance
Committee asked the Treasury Department for a report on the
likely effect of the decontrol of oil prices and increased severance
tax and royalty incomes from decontrol on revenue sharing.

It was my understanding that Treasury was working on such a
report, and I wonder if you have any idea when it will be available.

ecretary MILLER. I understand that within 2 weeks we will have
that available. }

Your point, if I may indulge for a second, I think the point that
you have been targetting toward, is the question of whether there
is a major cha